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A Community Bank - Growing with You
We are proud to share the LNB Bancorp, Inc. 2006 Annual Repart with you. This

past year was a period marked by expansion of the company in several ways. We
grew in our home base of Lorain County with new offices in two fast growing
areas of North Ridgeville and Elyria. We also extended our presence in Cuyahoga

County, where we apened a business development office to serve the financial

needs of small-to-medium size businesses across the region. On January 16, 2007,

we announced the signing of a definitive agreement with Morgan Bancorp, tnc.

of Hudson, Ohio for a merger transaction in which LNB Bancorp is to acquire
Morgan and irs wholly-owned subsidiary, Morgan Bank, N.A. LNB and Morgan

share the same commitment to a strong community bank culeure.

We also grew in terms of expanded product and service capabilities for our cusromers.

Whether on a personal or business level, [orain Narional has che resources to serve its
customers better than ever before.

As a community bank with a long heritage of scrving its local markers, LINB was also

active in numcrous ways 1o help support the growth and vitality of our communiries,
whether through loans to spur economic growth or support of civic and charitable

organizations or the active involvement of our employees in those organizations.

All of this growth is not for growth’s sake, but to equip us to serve our customers

and their growing needs in superior fashion. Their growth is our growth and we plan

to keep growing with them. Most imporancly, our growth plans are intended to

reward our shareholders for their investment and confidence in our company’s future.




CORPORATE
INFORMATION

Corporate Profile

LNB Bancorp, Inc. is an 3851 million financial holding company.
The Lorain Narional Bank, LNB Bancorp's primary subsidiary,
pravides a full spectrum of financial services, including full-service
community banking, specializing in commereial, personal bank-
ing services, residential mortgage lending and investment and
teust services. Lorain National Bank serves customers through 22
retail-banking centers and 26 24-hour MoneyMarte® ATMs in
Lorain, eastern Eric and western Cuyahoga counties.

North Coast Community Development Corporation, a wholly
owncd subsidiary of The Lorain National Bank, provides qualified
community businesses with debt financing. NCCDC offers com-
mercial loans with preferred interest rates on projects thar meet
the standards for the New Markets Tax Credit Program.

For brokerage services, the Bank operates under an agreement
with Investment Centers of America, a member of NASD/SIPC.
Invesrment Centers offers mutual funds, variable annuiry and life
insurance products, along with investments in srocks and bonds,

Our Vision

The vision of LNB Bancorp, Inc. is to be recognized as a high
growth, efficiently managed independent community bank.

Our Mission

The mission of LNB Bancorp, Inc. is to be a profitable, respon-
sible, independent business thar provides extraordinary service
1o our custemers and cammunity, while maximizing shareholder
value and creating a high-quality and challenging work environ-
ment for our associates,
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INVESTOR INFORMATION

Corporate Headquarters
LNB Bancorp, Inc.
457 Broadway
Lorain, Ohio 44052-1769
Telephone: (440) 244-6000
Toll Free: {800) 860-1007

Corporate Website and E-mail Address
For up-to-date corporate, financial and product information.

wow.4LNB.com
InvestorRelations@4LNB.com

Annual Meeting

The Annual Meeting of Shareholders of LNB Bancerp, Ine.
will be held at 10:00 a.m., Eastern Daylight Savings Time, on
“Tuesday, April 17, 2007, at Lorain National Bank.

521 Broadway, Lorain, Ohio 44032,

Corporate Financial Information

The Annual Report on Form 10-K is filed with the Securities
and Exchange Commission. Copies of Form 10-K and other fil-
ings are available ar www.4LNB.com or by contacring lnvestor
Relations, Analysts, shareholders and investors seeking addi-
tional corporate and financial information about LNB Bancorp,
[nc. should contzcr Investor Relations ar:

LNB Bancorp. Inc.
Telephone: (440) 244-7317
Investor Relations

Telefax: (440) 244-4815
457 Broadway

Lorain, Ohio 44052-1769

Web Site Access to United States Securities
and Exchange Commission Filings

All reports filed electronically by LINB Bancorp. Inc. with the
United States Securities and Exchange Commission (SEC),
including the Annual Report on Form 10-K, quarterly reports
on Form 10-Q, and current event reports on Form 8-K, as well
as any amendments to those reports. are accessible at no cost on
the Corporation's Web site at www.4LNB.com. These filings
are accessible on the SEC’s Web site at wwwi.sec.gov.

Independent Registered Public
Accounting Firm
Plante & Moran, PLLC

65 East State Street, Suite 600
Columbus, Ohio 43215

Privacy Policy
The Privacy Policy of LNB Bancorp, Inc. and subsidiary com-
panies describes how we safeguard customers’ financial privacy.

For more information, visit our website at www.4LNB.com or
call (440) 244-7107.

Stock Transfer Agent and Registrar

Sharcholders who hold their shares in physical certificates and
have requests for information abour their share balances, a
change in name or address, lost certificates, or other shareholder
account matters should call or write:

Registrar and Transfer Company

{nvestor Relations Department

10 Commerce Drive

Cranford, New Jersey 07016-9982

Toll Free: (800) 368-5948

Stock Listing

[LNB Bancorp, Inc. common stock
is traded on the NASDDAQ Stock Markers
under the ticker symbol LNBB.

.LNBB"

LimTeo

LNBB Direct Stock Purchase and
Dividend Reinvestment Plan

You may buy LNB Bancorp, Inc. common stock directly from
LNB Bancorp, Inc. through optional cash payments or auto-
matic monthly deductions from your bank account. You also
may have your dividends reinvested automarically. This is not
an offer of LNB Bancorp, Inc. stock. To obtain a prospectus or
more information about the LNBB Direct Stock Purchase and
Dividend Reinvestment Plan, call (800} 368-5948.

Dividend Information

Complete dividend information is disclosed in Form 10K
of this report.

Quarterly Earnings Reporting

For 2007, LNB Bancorp, Inc.'s quarterly earnings are antici-
pated to be announced on or about the fourth week of April,
July, Ocrober 2007 and January 2008. Any investor desiring a

copy of an earnings release can obtain one at www.4LNB.com
or by calling (440} 244-7317.
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FINANCIAL HIGHLIGHTS FOR LNB BANCORP, INC.

Eraanler 8, (el i fhevssmet, excyr mer e it si ey $2006] $2005] 20043
ir—Financial Position - - ‘ o
| Assets_ N - 3 _-851,098 7 77$ 7 801,121 _$ ' 781,649

Securities 159,058 155,274 149,621
Net loans 621,033 584389 567,838 |
Deposits 717,261 640,216 o 605,543
QOther borrowings 57,249 86,512 100,915
Shareholders’ equity 68,697 68,406 70,574
_Financial Results for the Year o
| Interest income s $ 43432 s 37,228
Interest expense 20,635 13,402 9,102
Net interest income 28,607 30,030 o 28,122
Provision for lnan losses 2,280 1,243 1,748
Noninterest income 9,751 10,377 10,442
Norinterest expense 28,985 30267 26,290
income taxes 1,669 2,479 Y Y
Net income 5,424 6413 7475
becshorebata — —
Basic earnings L3 .84 $ 97 3 1.13
Diluted earnings 84 .97 1.13
Cash dividends 72 72 72
Book value (year-end) 10.66 1045 10.64
Market value (year-end) 16.05 17.95 o 20.13

Fin_ancial Perform%nce Ratios )

B Returﬁ on average assets (RéAA) B - 66 % o 81 % ) 98 %
Return on average sharehalders’ equity (ROAE) 789 9.1 10.75
Net interest margin 3.78 4.09 4.01
Efficiency ratio 76.03 7544 o 67.82
Loans/deposits 87.60 9231 94.99

| Dividend payout 85.71 74.22 8372

Capital Ratios

[ Core c_a_pital (Tier 1/Risk-adjusted assets - - 9.53 % 10.38 % iC.SB %
Total capital (Tier | Plus Tier II/Risk-adjusted assets 10.56 11.39 11.72
Leverage ratio (Tier 1/Average assets) 8.07 8.57 B o 9.05
Average shareholders' equity to average assets 8339 8.88 9.15

ﬁarket Ratios )

| Pricefearnings (0 - 9 18.51 1781
Price/book (%) 150.56 171.77 189.14
Dividend yield (%) 449 4.01 N 3.58




CHATRMAN’S MESSAGE

To Our Shareholders,
On behalf of the LNB Bancotp Board

of Direcrors, | am pleased to share my
thoughts with you on the progress of
your eompany over the past year and
the reasons hehind our optimism for
the futare.

We began our second century for the
bank in 2006 — a year marked by genu-

ot eciRBE ennicky

ine progress. We are quite proud of the

new levels of assets and deposits the

bank reached in 2006 and the many
new producrs and services that were added to make the bank
even more appealing to new and existing customers. There has
also been tremendous progress made in 2006 to expand the reach
of the LNB franchise — both within Lorain County as well as
beyond those borders. The opening of new, highly-modern offices
in North Ridgeville and Elyria will help us expand our heme base,
and our new business development office in Cuyahoga County

PRESIDENT’S MESSAGE

To Our Shareholders,

1 am pleased ta share a review of 2006
with you and provide some perspective
on the future of your company.

The year 2006 was one of tremendous
progress in terms of accomplishing our
strategic abjectives. As T have shared
with you on a number of occasions, the
basis of all we do is rooted in our strong
commitment to the community bank
model as the foundation of our strategy.
We rernain committed to thar model
now more than cver.

B . "Shives

In 2006, we embarked on our expansion strategy which included
strengthening our Lorain County presence as well as expanding
into arcractive markets in nearby counties. In 2006, we opened

a new branch in Nerth Ridgeville and early this year we opened
another in southern Elyria. Both offices are located in high growth
areas of the county. We also opened a business development office
in Cuyahoga County which serves small-to-medium size businesses
throughout the region. We have been warmly welcomed ac all
three of these offices and are beginning to already see a return
On our investment.

Qur investments in 2006 went well beyond those of bricks and
mortar as we added personnel, products and services to berter
serve our customers. We enhanced our expertise in residencal
mortgage banking, privare banking and at our branches by add-
ing cxperienced professionals to our already srong team. LNB
also formed a partnership in 2006 with Invesument Cencers of

will help us as we offer our services to small and medium sized
companies across the region.

We continue to be impressed by the hard work and dedication

of Dan Klimas and his team of managers and associates at LNB.
Throughour the past year we have seen continued improvement
in the qualicy and experience of our management team and are
confident we have the right people in place 1o again grow your
bank to even higher levels of performance and profitability. Your
reaim is working hard every day 1o serve cur customers in superior
fashion and grow the bank amid a highly compertitive financial
services environment. We recognize there remain some challenges
in terms of managing our asser quality and enhancing our overall
growth, buc we are confident that we can weather these difficulties
and emerge as a high performing company for years to come,

As we begin 2007, we are truly excited about the announcement
of our merger with Morgan Bank, N.A. Your board believes this is
truly a great partner for LNB. Morgan is an excellent communicy
bank, operating in a highly affluent market in northern Summit

America to provide investment, insurance and other nan-deposit
services to our cuscomers at select LNB locations. 1CA provides
convenient access 1o annuitics and other insurance products,
mutual funds and unit investment trusts, along with investment
planning services. ICA specializes in helping communiry banks
like LNB offer non-deposit investmenr products and services

to clients. We also partnered with CBIZ Payroll to offer payroll
processing and related services to Northeast Ohio businesses. The
addition of this banking and investment expertise has already
starred to make a solid contribution 1o eur performance.

Morgan Banl Merger

On January 16, 2007, we announced the signing of a defini-

tive agreement with Morgan Bancorp, Inc. of Hudson, Ohie

for 2 merger rransaction in which LNB Bancorp is to acquire
Morgan and its wholly-owned subsidiary, Morgan Bank, N.A.
Cempletion of the merger is anticipated in the third quarcer

of 2007, pending certain regulatory and Morgan shareholder
approvals. Morgan Bank, which has assets of about $129 million,
operates from one branch locatien in Hudson, z stratcgically-
located, aftfluent community.

Both L.NB and Morgan share the same commitment to a strong
community bank culture and have complemencary product
strengths. We believe we can export many of the product and
business capabilities we cach have to help the merged company
grow and prosper in the future, Further, this merger will greatly
enhance our cxpansion initiatives, while providing top line
growth and berter leveraging of our expense base. The transacdon
is expected to be accretive to carnings in the fisst full year

of operation.




County. We believe thar actions such as this are critical o our
growth strategy, and char while expanding our footpring, they
allow us to continue our focus of sustaining our Community
Bank model. We are locking forward to welcoming the manage-
ment. employees and customers of Morgan Bank o the LNB
Bancorp family.

We believe we have taken some important steps in terms of mar-
ket share development, while continuing our commirment as an
independent communiry bank. As your Board of Directors, we
are proud that the Bank has stayed true to its community bank
roots. We belicve this has been and will conrinue to be the corner-
stone of our success.

Your Beard of Directors remains dedicated to putting forth
a great deal of time and effort to help your management team
achieve even greater success. We remain acrive and involved in
the development of the strategic decisions that will guide your
bank into the futare.

Performance QOverview

From a performance standpoint, the story is one of steady prog-
vess in many areas and challenges in others, We had many scrong
positives to the past year with record levels of assets, loans and
depasits. Compared to the previous year, asscts grew by 6 per-
cent, loans grew by 7 percent and deposits jumped 12 percent.
As a result of many of the investments we have made in product
and service capability we saw an increase in investment and trust
services income of 7.2 percent and deposit service fees of 7.4
percent. The company also showed steady progress in managing
expenses, showing a 4.4 percent decline year over year,

It is disappointing that margin pressurcs and asset quality Issucs
negatively impacted our overall performance for the year,

In 2006. we saw a decline in net interest income. The flac vield
curve, combined with a shift in deposit mix from non-interest
hearing and savings accounts to money market accounts and time
deposits contributed greatly to this decline. The competition for
loans and deposits in the markert alse adversely impacted interest
income and the ner interest margin, We continue 1o operate in

a highly competirive market which has pur pressure on loan and
deposit pricing,

Returning to a strong asset quality basis is of the utmost impor-
rance as we look ar 2007, and we will aggressively pursue
resolution to this important issue. Economic weakness in our
markets conrinued through most of the year. This weakness has
been most pronounced in our residential and commercial real
estate development portfolio, and resulted in a sizable increase in
our nonperforming loans and in potential preblem loans, despite
the face that our ner charge-offs in 2006 were the lowest since

In closing I would like to recognize to two long-time members

of our Board of Direcrors who have decided to retire from their
position on the board. Sranley J. Pijor and David M. Koethe have
served on the LNB Bancorp Board of Directors since 1983, Stan
served as chairman and CEQ for many years and Dave provided
valuable guidance and counsel throughout his service on the
Board. It was the insight and leadership of Stan and Dave thar has
assured LNB a continued place of prominence in the communizy.
On behalf of all shareholders we owe them borh our sincerest
appreciation and best wishes.

My thanks to you, our shareholders, for your inzerest in your
community bank and the confidence you have placed in us.

cFFE

James R. Herrick
Chatrman of the Board

2002. While we are confidenr in our ability to manage through
this environment, it was prudent 1o add substantially o our
allowance for loan losses in the third and fourth quarters.

We believe that the market diversification we have planned in
terms of expansions in Cuyahoga and Northern Summit counries
will also improve our overall outlook.

Future Perspective

Overall, T remain optimistic abour the future of our company. As
1 ook ar our employees, | see our greatest assct and strength. They
retmain committed to providing the best products and services
available to their customers, Their professionalism and dedication
are the reason I sec such grear promisc for tomorrow for your
company. While our local economy struggles, we are commit-
ted to doing our part to make it as prosperous as possible. There
are some positive signs in terms of progress in bur communities
and we will do everything in our power o be strong community
cirizens. [ am hopeful of a more favorable economic climate in
our region duting this year and, as we rigorously manage our asset
quality and aggressively pursue our growth strategy, [ am confi-
dent of a positive cutcome for your company in che future.

US

Daniel E. Klimas
President and Chief Executive Officer




HOLDING COMPANY, SUBSIDIARIES AND OFFICERS

LNB Bancorp

457 Broadway

Lorain, Ohio 44052-1769
Telephone: {(440) 244-7185
Toll-free; (800) 860-1007

LNB Bancorp, Inc., 2 holding
company and parent company
of The Lorain National Bank.

The Lorain National Bank

457 Broadway

Lorain, Ohio 44052-1769
Telephone: {(440) 244-6000
Toll-free: {800) 8G0-1007

The Lorain National Bank oper-
ates 22 banking centers and 26

ATMs in nine communities
offering personal, residential
mortgage lending and com-
mercial banking products and
services; investment manage-

ment and trust services; 24-hour
telephone banking and internet

banking at www.4LNB.com.

North Coast Community Development Corporation

457 Broadway
Lorain, Ghio 44052-1769
Telephone: (440) 244-7212

A wholly-owned subsidiary of
The Lorain National Bank, its
mission s to provide commet-
cial loans and financial services

to low and moderate communi-

ties in Lorain County, Ohio.

Officers
James R. Herrick
Chairman of the Board

Daniel E. Klimas
President and
Chief Executive Officer

Richard E. Lucas
Executive Vice President
Senior Retail Executive

Officers

Daniel E. Klimas
President and

Chief Executive Officer

Terry M. White

Executive Vice President,
Chief Financial Officer and
Corporate Secretary

Richard E. Lucas
Executive Vice President
Senior Retail Executive

Paul A. Campagna
Sentor Vice President
Senior Lending Officer

Peter R, Caranese
Sentor Vice President
Director of Marketing

Officers
Daniel E. Klimas
Chairman & President

Richard E. Lucas
Vice President

Terry M. White

Executive Vice President,
Chief Financial Officer and
Corporate Secretary

Paul A. Campagna
Senior Vice President
Senior Lending Officer

Mary E. Miles

Senior Vice President
Director of Human Resources,
Professional Development

& Security

George F Fanra, Jr.
Senior Vice President
Private Banking Manager

Datlene A. Goldbach
Senitor Vice President
Cuyahaoga County
Marker Executive

Mary E. Miles
Senior Vice President
Director of Human Resources,

Professional Development
& Security

Craig J. Bertea
Senior Vice President

Senior Trust Officer

John D. Simacek
Senior Vice President
Residential Lending Manager

Robert E Heinrich
Secretary/ Treasurer

Evelyn C. France
Community Development
Director

Frank A. Solris
Senior Vice President
Director of Technology
& Operations

Lawrence D. Wickeer, Jr.
Senior Vice President and

Chief Credit Officer

Sharon L. Churchill, CPA
Controller and Principal
Accounting Officer

Frank A. Soltis
Senior Vice President
Director of Technology
& Operatians

Lawrence D. Wickrer, Jr.
Senior Vice President and

Chief Credit Officer

Robert F. Heinrich
Vice President
Director of Risk Management

Gail Ferber
Senior Viee President
Commercial Real Estate

Sharon L. Churchill, CPA
Controller and Principal
Accounting Offcer
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DIRECTORS OF LNB BANCORP AND SUBSIDIARIES

LNB Bancorp and The Lorain National Bank

James R, Herrick
Chairman of the Board
LNB Bancorp, Inc. and
The Lorain National Bank
President

Liberty Auto Group, Inc.

James F Kidd
Vice Chairman of the Board
LNB Bancorp, Inc.

Daniel E. Klimas
President and

Chief Executive Officer
LNB Bancorp, inc. and
The Lorain National Bank

North Coast Community Development Corporation

Daniel E. Klimas
Chairman of the Board

Richard Lucas
Executive Vice President
Senior Retail Executive
Lorain National Bank

Evelyn C. France
Community Development
Director

[Daniel B Barista
Chairman of the Board
Wickens, Herzer, Panza,
Cook & Batista £.PA.

Robert M. Campana
Managing Director
P C. Campana, Inc.

Terry D. Goode

Vice President

LandAmerica Financial
Group, Inc. and

Lorain County Title Company

Lee C. Howley
President
Howley Bread Group Ltd.

James E Kidd
Vice Chairman of the Board
LNB Bancorp, Inc.

Jose Candelario, Sr.
President
Candelario Accounting

Tracic L. Haynes
Oberlin Community Leader

David M. Koethe
Retired

Kevin C. Martin
President & Chief
Executive Officer
EMH Regional
Healthcare System

Benjamin G, Norton
Human Resource Consuitant
LTI Power Systems

Stanley G. Pijor
Retired
Chairman of the Board

Sydney L. Lancaster
Manager Human Resources
Development and
Affirmative Action Officer
Lorain County

Community College

Daniel Martinez
Chairman of the Board
and President

South Lorain Community
Development Corporation

Jeffrey F. Riddell

President and

Chief Executive Officer,
Consumers Builders Supply Co.

John . Schaefter, M.D.
President
North Obio Heart Center, Inc.

Eugene M. Sofranko
Chairman of the Board
Lorain Glass Company, Inc.

Donald E Zwilling, CPA
Shareholder e Director
Barnes Wendling CPAs

Benjamin G. Norton
Human Resource Consulrant
LTI Power Sysvems

Homer A. Virdon
Director

Lorain Metrepolitan
Housing Authority




LNB BANKING CENTERS

Lorain Banking Centers
Main

457 Broadway

Lorain, Ohto 44052

(440) 244-7185

Sixth Street Drive-1n™

= 200 Sixch Streer
Lorain, Ohio 44052
(440) 244-7242

Kansas Avenue
1604 Kansas Avenue
Lorain, Ohio 44052
(440) 288-9151

Obetlin Avenue

™7 3660 Oberin Avenue
Lorain, Ohio 44053
{440} 282-9196

Pearl Avenue

7 2850 Pearl Avenue
Lorain, QOhio 44055
(440) 277-1103

West Park Drive-In**
2130 Wese Park Drive
Lorain, Ohio 44053

(440) 989-3131

Ambherst Banking Center
1175 Cleveland Avenue
™ Amherst, Ohio 44001

(440) 988-4423

Avon Banking Center
2100 Cenrer Road
™ Avon, Chio 44011
(440) 934-7922

Avon Lake Banking Center
32960 Walker Road

Avon Lake, Ohio 44012
(440) 933-2186

Other Offices
LNB Investment and
Trust Services

457 Broadway
Lorain, Ohio 44052
(440) 244-7241

Banking Center Administration
457 Broadway

Lorain, Ohio 44052

(440) 244-7233

Elyria Banking Centers
Ely Square

124 Middle Avenue

Elyria, Ohio 44035

(440) 323-4621

Chestnur Commons

™ 105 Chestut Commons Dr.
Elyria, Ohio 44035
(440) 366-5000

Cleveland Street

801 Cleveland Street
Elyria, Ohio 44035
(440} 365-8397

Lake Avenue

" 42935 North Ridge Road
Elyria Township, Ohio 44035
(440) 233-7196

Elyria Unired

" Methodist Village*
807 West Avenue
Elyria, Ohio 44035
(440) 323-6488

Village of LaGrange
Banking Center
546 North Center Street
™ Village of LaGrange,
Ohio 44050
(440) 355-6734

North Ridgeville Center
34085 Center Ridge Rd.
" North Ridgevitle, Chio 44039
(440} 327-2265

Cberlin Banking Centers
40 East College Street
™ Oberlin, Ohic 44074

(440) 775-1301

Commercial, Consumer
and Mortgage Loans
457 Broadway

Lorain, Ohio 44052
(440) 244-7219

(440) 989-3348

(440) 985-7676

Customer Service
457 Broadway
Lorain, Ohio 44052
(440) 989-3348
(80:0) 860-1007

Lorain County

o
Vermilion

° Cuyahoga
Avon Lake County
o o
o o O Westlake
o LORAIN Avon
o Clmsted
o Township
o o o]
ELYRIA Qo
Amherst @ o North
o Ridgeville
o
Oberlin
@ o
Lagrange

Kendal at Oberlin*

600 Kendal Drive
Oberlin, Chio 44074
(440) 774-5400

Olmsted Township

Banking Centers
27095 Bagley Road
Olmsted Township,

Ohio 44138
(440) 235-4600

The Renaissance®
26376 John Road

Olmsted Township,

Ohio 44138
(440) 427-0041

Human Resources
457 Broadway

Lorain, Ohioc 44052
(440} 244-7207

Electronic Banking

2130 West Park Drive
Lorain, Ohic 44053
{440) 989-3270

Vermilion Banking Center
44535 East Liberty Avenue

Vermilion, Ohio 44089

(440) 967-3124

Westlake Banking Center
Westlake Village*

28550 Westlake Village Drive
Westlake, Ohio 44145

(440) 808-0229

ATM service available
wherever you see this symbol

*Restricted to residents, their
visitors and employees

**Drive-In service only

All Other Offices Not Listed
Toll Free (800) 860-1007
Lorain (440) 244-6000

TeleBanker
TeleBanker (440) 245-4562
Toll Free (800) ¢G10-9033

Commercial Banking
Independence Office
Summir 2, Suite 640
Independence, Ohio 44131
(216) 520-0846
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UNITED STATES SECURITIES AND EXCHANGE COMMISSION >
Washington, D.C. 20549 Co e

FORM 10-K R
ANNUAL REPORT PURSUANT TO SECTION 13 OR 15(d) s
OF THE SECURITIES EXCHANGE ACT OF 1934 ' ) o ‘,:@9?’
For the fiscal year ended Commission file number ("\“\‘7
December 31, 2006 0-13203

LNB Bancorp, Inc.

(Exact name of the registrant as specified in its charter)

Ohio 34-1406303
(State of Incorporation) {L.R.S. Employer Identification No,)
457 Broadway, Lorain, Ohic 44052-1769
{Address of principal executive offices) (Zip Code}

(440) 244-6000

(Registrant’s telephone number, including area code)

Securities Registered Pursuant to Section 12(b} of the Act:

Title of Each Class Name of Each Exchange on Which Registered
Commeon Shares
Par Value $1.00 Per Share NASDAQ — National Market

Preferred Share Purchase Rights

Securities Registered Pursuant to Section 12(g) of the Act:
Title of Each Class Name of Each Exchange on Which Registered

None None

Indicate by check mark if the registrant is a well-known seasoned issuer, as defined in Rule 405 of the Securities Act.
Yes O No )

Indicate by check mark if the registrant is not required to file reports pursuant to Section 13 or Section 15(d) of the
Exchange Act. Yes O No |

Indicate by check mark whether the registrant (1) has filed all reports required to be filed by Section 13 or 15(d) of the
Securities Exchange Act of 1934 during the preceding 12 months (or for such shorter period that the registrant was required to
file such reports), and {2) has been subject to such filing requirements for the past 90 days. Yes % No O

Indicate by check mark if disclosure of delinquent filers pursuant to Item 405 of Regulation §-K is not contained herein,
and will not be contained, to the best of registrant’s knowledge, in definitive proxy or information statements incorporated by
reference in Part III of this Form 10-K or any amendment to this Form 10-K. O

Indicate by check mark whether the registrant is a large accelerated filer, an accelerated filer, or a non-accelerated filer.
See definition of “accelerated filer and Jarge accelerated filer™ in Rule 12b-2 of the Exchange Act.

Large Accelerated Filer O Accelerated Filer v Non-accelerated filer [

Indicate by check mark whether the registrant is a shell company (as defined in Rule 12b-2 of the Exchange Act).
Yes O No ]

The aggregate market value of the commeon shares held by non-affiliates of the registrant at June 30, 2006 was approximately
$119,586,561.

The number of common shares of the registrant outstanding on February 23, 2007 was 6,443,673.
DOCUMENTS INCORPORATED BY REFERENCE

Portions of the Proxy Statement for the 2007 Annual Meeting of Shareholders are incorporated by reference in Part III of
this Form 10-K.
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PART I
Item 1. Business

Overview

General. LNB Bancorp, Inc., (the “Corporation™), is a diversified financial services company headquartered
in Lorain, Ohio. It is organized as a financial holding company under the Bank Holding Company Act of 1956, as
amended (the “BHC Act™). Its predecessor, the Lorain Banking Company was a state chartered bank founded in
1905. It merged with the National Bank of Lorain in 1961, and in 1984 became a wholly-owned subsidiary of LNB
Bancorp, Inc. The Corporation received its financial holding company status on March 13, 2000.

The Corporation engages in banking, mortgage, and brokerage services. These services are generally offered
through its wholly-owned subsidiary — The Lorain National Bank (the “Bank”). For brokerage services the Bank
operates under an agreement with Investment Centers of America, Inc. Investment Centers of America, Inc. is a
member of NASD/SIPC and offers mutual funds, variable annuity investment, variable annuity and life insurance
products, along with investment in stocks and bonds.

The Bank specializes in personal, mortgage and commercial banking products along with investment
management and trust services. The Lorain National Bank operates 23 banking centers and 26 ATMs in the
Ohio communities of Lorain, Elyria, Amherst, Avon, Avon Lake, LaGrange, North Ridgeville, Oberlin, Olmsted
Township, Vermilion and Westlake, as well as a business development office in Cuyahoga County.

The Bank’s commercial lending activities consist of commercial real estate loans, construction and equipment
loans, letters of credit, revolving lines of credit, Small Business Administration loans and government guaranteed
loans. The Bank’s wholly-owned subsidiary, North Coast Community Development Corporation, offers commercial
loans with preferred interest rates on projects that meet the standards for the federal government’s New Markets
Tax Credit Program.

The Bank’s residential mortgage lending activities consist of loans originated for portfolio. These loans are
for the purchase of personal residences. Installment lending activities consist of traditional forms of financing
for automobile and personal loans, indirect automobile loans, second mortgages, home equity lines of credit, and
automobile loans that are purchased from another financial institution.

The Bank’s deposit services include traditional transaction and time deposit accounts as well as cash
management services for corporate and municipal customers. The Bank supplements local deposit generation with
time deposits generated through a broker relationship. Deposits of the Bank are insured by the Bank Insurance
Fund administered by the Federal Deposit Insurance Corporation (the “FDIC”).

Other bank services offered include safe deposit boxes, night depository, U.S. savings bonds, travelers’
checks, money orders, cashiers checks, ATM’s, debit cards, wire transfer, ACH, foreign drafts, foreign currency,
electronic banking by phone or through the internet, lockbox and other services tailored for both individuals and
businesses.

Competition. The Corporation competes with sixteen other financial institutions in Lorain County, in Ohio,
which range in size from approximately $107 million to over $435 billion in deposits. These competitors, as well as
credit unions and financial intermediaries, compete for Lorain County deposits of approximately of $3.4 billion.

The Bank’s market share of total deposits in Lorain County was 18.96% in 2006 and 18.82% in 2005, and the
Bank ranked number two in market share in Lorain County in 2006 and 2005.

The Bank has a limited presence in Cuyahoga County, competing with twenty-nine other financial institutions.
Cuyahoga County deposits as of 2006 totaled $53.7 billion. The Bank’s market share of deposits in Cuyahoga
County was 0.07% in 2006 and 0.07% in 2005.

Business Strategy. The Bank competes with larger financial institutions by providing exceptional local
service that emphasizes direct customer access to the Bank’s officers. It competes against smaller local banks by
providing distribution channels that are more convenient and by providing a wider array of products. It endeavors
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to provide informed and courteous personal services. The Corporation’s management team (“Management™)
believes that the Bank is well positioned to compete successfully in its market area. Competition among financial
institutions is based upon interest rates offered on deposit accounts, interest rates charged on loans, the relative
level of service charges, the quality and scope of the services rendered, the convenience of the banking centers and,
in the case of loans to commercial borrowers, relative lending limits. Management believes that the commitment
of the Bank to provide quality personal service and its focal community involvement give the Bank a competitive
advantage.

On January 16, 2007, LNB Bancorp, Inc. and Morgan Bancorp, Inc. of Hudson, Ohio announced the signing
of a definitive agreement for LNB to acquire Morgan and its wholly-owned subsidiary, Morgan Bank, N.A., in
a stock and cash merger transaction valued at approximately $26.5 million. With approximately $129 million in
assets, Morgan Bank operates from one location in Hudson, Ohio, which ranks as the fourth wealthiest city in
Ohio as measured by median household income statistics, making it one of the most demographically appealing
markets in Ohio for banking institutions and financial services providers. Morgan Bank enjoys the number one
deposit market share position in Hudson with approximately 23% of this $450 million deposit market. This merger
is consistent with our strategy to create sharcholder value by expanding into attractive markets in contiguous
counties. We expect Morgan, which operates in Summit County, to compliment our recently opened office in
Cuyahoga County.

Supervision and Regulation. The Corporation is subject to the supervision and examination of the Board of
Governors of the Federal Reserve System (the “Federal Reserve Board™). The BHC Act requires prior approval of
the Federal Reserve Board before acquiring or holding more than a 5% voting interest in any bank. It also restricts
interstate banking activities.

The Bank is subject to extensive regulation, supervision and examination by applicable federal banking
agencies, including the FDIC, the Office of the Comptroller of the Currency (the “OCC") and the Federal Reserve
Board. Brokerage and Trust management are subject to supervision by the National Association of Securities
Dealers (the “NASD”) and SPIC.

Employees. As of December 31, 2006, the Corporation employed 243 fuli-time equivalent employees. The
Corporation is not a party to any collective bargaining agreement. Management considers its relationship with
its employees to be good. Employee benefits programs are considered by the Corporation to be competitive with
benefits programs provided by other financial institutions and major employers within the current market area.

Industry Segments

The Corporation and its subsidiary, The Lorain National Bank, are engaged in one line of business, which is
banking services.

Available Information

LNB Bancotp, Inc.’s internet website is www.4LNB.com. Copies of the annual report on Form 10-K, quarterly
reports on Form 10-Q, current reports on Form 8-K and any amendments to those reports filed or furnished
pursuant to Section 13(a) or 15{d) of the Securities Exchange Act of 1934, are made available through this website,
or directly through the Securities and Exchange Commission (“SEC”) website which is www.sec.gov.

Forward-Looking Statements

This Form 10-K contains forward-looking statements within the meaning of the “Safe Harbor” provisions of

LLINT 34

the Private Securities Litigation Reform Act of 1995, Terms such as “will,” *should,” “plan,” “intend,” “expect,”

LRI

“continue,” “believe,” “anticipate” and “seek,” as well as similar comments, are forward-looking in nature. Actual
results and events may differ materially from those expressed or anticipated as a result of risks and uncertainties
which include but are not limited to:

+ significant increases in competitive pressure in the banking and financial services industries;

* changes in the interest rate environment which could reduce anticipated or actual margins;
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» changes in political conditions or the legislative or regulatory environment;

+ general economic conditions, either nationally or regionally (especially in northeastern Ohio), becoming
less favorable than expected resulting in, among other things, a deterioration in credit quality of assets;

= changes occurring in business conditions and inflation;
» changes in technology;

* changes in monetary and tax policies;

« changes in the securities markets;

* changes in economic conditions and competition in the geographic and business areas in which the
Corporation conducts its operations; as well as the risks and uncertainties described from time to time in
the Corporation’s reports as filed with the Securities and Exchange Commission;

* customer reaction to and unforeseen complications with respect to the Corporation’s integration of
acquisitions;

* difficulties in realizing expected cost savings from acquisitions; and

» difficulties associated with data conversions in acquisitions.

Item 1A. Risk Factors

As a competitor in the banking and financial services industries, the Corporation and its business, operations
and financial condition are subject to various risks and uncertainties. You should carefully consider the risks
and uncertainties described below, together with all of the other information in this annual report on Form 10-K
and in the Corporation’s other filings with the SEC, before making any investment decision with respect to the
Corporation’s securities. In particular, you should consider the discussion contained in Item 7 of this annual report,
which contains Management’s Discussion and Analysis of Financial Condition and Results of Operations.

The risks and uncertainties described below may not be the only ones the Corporation faces. Additional risks
and uncertainties not presently known by the Corporation or that the Corporation currently deems immaterial may
also affect the Corporation’s business. If any of these known or unknown risks or uncertainties actually occur or
develop, the Corporation’s business, financial condition, results of operations and future growth prospects could
change. Under those circumstances, the trading prices of the Corporation’s securities could decline, and you could
lose all or part of your investment,

Competition. Strong competition may reduce our ability to generate loans and deposits in our market. The
Corporation competes in a consolidating industry. Increasingly the Corporation’s competition are large regional
companies which have the capital resources to substantially impact such things as loan and deposit pricing, delivery
channels and products. This may allow those companies to offer what may be perceived in the market as better
products and better convenience relative to smaller competitors like the Corporation, which could impact the
Corporation’s ability to grow its assets and earnings.

Interest Rate Risk. Changes in interest rates could adversely affect the Corporation’s earnings and financial
condition. The Corporation derives the majority of its revenue from net interest income. Net interest income
may be reduced if more rate sensitive assets than interest-bearing liabilities reprice or mature during a time when
rates are declining, or if more interest-bearing liabilities than rate sensitive assets reprice or mature during a time
when rates are rising; however, the Corporation has historically experienced improved net interest income during
periods of rising rates, so if rates fall, the Corporation’s revenue may be adversely impacted. Interest rate changes
also impact customer preferences for products. Changing rates can lead to unpredicted cash flow from assets and
liabilities, which can impact net interest income,




Integration Risk. We may not be able to achieve the expected integration and cost savings from our ongoing
bank acquisition activities, including our anticipated acquisition of Morgan Bank. Difficulties may arise in the
integration of the business and operations of the financial institutions that agree to merge with and into the
Corporation and its subsidiaries and, as a result, we may not be able to achieve the cost savings and synergies that
we expect will result from the merger activities. Achieving cost savings is dependent on consolidating certain
operational and functional areas, eliminating duplicative positions and terminating certain agreements for outside
services. Additional operational savings are dependent upon the integration of the banking businesses of the
acquired financial institution with that of the Corporation, including the conversion of the acquired entity’s core
operating systems, data systems and products to those of the Corporation and the standardization of business
practices. Complications or difficulties in the conversion of the core operating systems, data systems and products
of these other banks to those of the Corporation may resuit in the loss of clients, damage to our reputation within
the financial services industry, operational problems, one-time costs currently not anticipated by us and/or reduced
cost savings resulting from the merger activities.

Acquisition Risk . We may have difficulty in the future to continue to grow through acquisitions. Any future
acquisitions or mergers by the Corporation or its subsidiaries, including our anticipated acquisition of Morgan
Bank, are subject to approval by the appropriate federal and state banking regulators. The banking regulators
evaluate a number of criteria in making their approval decisions, such as:

+ Safety and soundness guidelines;

¢ Compliance with all laws including the USA Patriot Act of 2001, the International Money Laundering
Abatement and Anti-Terrorist Financing Act of 2001, the Sarbanes-Oxley Act of 2002 and the related rules
and regulations promulgated under such Act or the Exchange Act, the Equal Credit Opportunity Act, the
Fair Housing Act, the Community Reinvestment Act, the Home Mortgage Disclosure Act and all other
applicable fair lending laws and other laws relating to discriminatory business practices; and

= Anti-competitive concerns with the proposed transaction.

If the banking regulators or a commenter on our regulatory application raise concerns about any of these
criteria at the time a regulatory application is filed, the banking regulators may deny, delay or condition their
approval of a proposed transaction.

We intend to continue to grow through acquisitions of banks and other financial institutions. After these
acquisitions, we may experience adverse changes in results of operations of acquired entities, unforeseen
liabilities, asset quality problems of acquired entities, loss of key personnel, loss of clients because of change of
identity, difficulties in integrating data processing and operational procedures and deterioration in local economic
conditions. These various acquisition risks can be heightened in larger transactions.

Government Policies. The Corporation’s business may be adversely affected by changes in government
policies. The Corporation competes in a highly regulated environment. Changes in regulation are continually
being proposed which can substantially impact the Corporation’s products and cost of delivery. Regulatory burdens
imposed by legislation such as The Sarbanes-Oxley Act of 2002, The USA Patriot Act of 2001, The International
Money Laundering Abatement and Anti-Terrorism Financing Act of 2001, The Equal Credit Opportunity Act, The
Fair Housing Act, The Community Reinvestment Act and the Home Mortgage Disclosure Act can materially impact
the ability of the Corporation to grow should the Corporation fail to develop the systems to adequately comply with
these regulations. Failure to comply with these regulations can lead to loss of customer confidence, substantial fines
and regulatory constraints on the Corporation’s operations. These burdens can also materially impact the earnings
of the Corporation as additional resources are expended to comply with these requirements. The government,
through the open market activities of the Federal Reserve Board, can also adversely impact our business. The
Federal Reserve Board can change the discount rate which impacts the composition of the Corporation’s balance
sheet by influencing the rates that the Corporation earns on its assets and pays on its liabilities.




General Economic Conditions. The Corporation may be adversely impacted by weakness in the local
economies we serve. The Corporation is geographically concentrated in Lorain County, Ohio, where commercial
activity is not expanding at a rate that is being experienced in other parts of Ohio or nationally. This is the result of
continued reliance on a weak manufacturing sector, especially steel and automobiles. This can lead to unexpected
deterioration in loan quality, slower asset and deposit growth and increased operating losses.

Credit Risk. The Corporation’s earnings and reputation may be adversely affected if credit risk is not properly
managed. Originating and underwriting loans is critical to the success of the Corporation, This activity exposes
the Corporation to credit risk, which is the risk of losing principal and interest income because the borrower cannot
repay the loan in full. The Corporation depends on collateral in underwriting loans, and the value of this collateral
is impacted by interest rates and economic conditions.

Concentration of Credit Risk. The Corporation’s earnings may be adversely affected if management does not
understand and properly manage loan concentrations. The Corporation’s commercial loan portfolio is concentrated
in commercial real estate. This includes significant commercial and residential development customers. This means
that the Corporation’s credit risk profile is dependent upon, not only the general economic conditions in the market,
but also the health of the local housing market. These loans involve greater risk because they generally are not
fully amortizing over the loan period, but have a balloon payment due at maturity. The borrower’s ability to make
a balloon payment typically will depend on being able to refinance the loan or to sell the undetlying collateral. This
factor, combined with others, including our geographic concentration, can lead to unexpected credit deterioration
and higher provisions for loan losses.

Dependence on Technology and Systems. If the Corporation’s technology and systems are damaged, its
ability to service customers, comply with regulation and grow asset and liabilities may be adversely impacted.
The Corporation is dependent on the proper functioning of its hardware, software and communications. Security
breaches, terrorist events, and natural disasters can all have a material impact on the Corporation’s ability to
maintain accurate records which is critical to the Corporation’s operations.

Item 1B. Unresolved Staff Comment Letters

Not applicable.




Item 2. Properties

The Corporate Offices are located at the Corporation’s Main Banking Center, 457 Broadway, Lorain, Ohio,
44052. The Corporation owns the land and buildings occupied by twelve of its banking centers, and it leases the
other eleven banking centers from various parties on varying lease terms. There is no outstanding mortgage debt
on any of the properties which the Corporation owns. Listed below are the banking centers, loan production offices
and service facilities of the Corporation and their addresses, all of which are located in Lorain, eastern Erie and
western Cuyahoga counties of Ohio:

Main Banking Center & Corporate Offices 457 Broadway, Lorain

Vermilion 4455 East Liberty Avenue, Vermilion
Ambherst 1175 Cleveland Avenue, Amherst

Lake Avenue 42935 North Ridge Road, Elyria Township
Avon 2100 Center Road, Avon

Avon Lake 32960 Walker Road, Avon Lake

Kansas Avenue 1604 Kansas Avenue, Lorain

Sixth Street Drive-In 200 Sixth Street, Lorain

Pearl Avenue 2850 Pear) Avenve, Lorain

Oberlin Office 40 East College Strect, Oberlin

West Park Drive-In 2130 West Park Drive, Lorain

Ely Square 124 Middle Avenue, Elyria

Cleveland Street 801 Cleveland Street, Elyria

Oberlin Avenue 3660 Oberlin Avenue, Lorain

Olmsted Township 27095 Bagley Road, Olmsted Township
Kendal at Oberlin 600 Kendal Drive, Oberlin

The Renaissance 26376 John Road, Olmsted Township
Chestnut Commons 105 Chestnut Commons Drive, Elyria
North Ridgeville 34085 Center Ridge Road, North Ridgeville
Village of LaGrange 546 North Center Street, LaGrange
Westlake Village 28550 Westlake Village Drive, Westlake
Elyria United Mcthodist Village 807 West Avenue, Elyria

Avon Point Loan Center 36711 American Way, Avon

Operations 2130 West Park Drive, Lorain
Maintenance 2140 West Park Drive, Lorain
Purchasing 2150 West Park Drive, Lorain

Training Center 521 Broadway, Lorain

The Corporation also owns and leases equipment for use in its business. The Corporate headquarters at
457 Broadway is currently 75% occupied. The remaining space is expected to be utilized as the Corporation
continues to grow. The Corporation considers all its facilities to be in good condition, well maintained and more
than adequate to conduct the business of banking.

Item 3. Legal Proceedings

There are no material legal proceedings pending to which the Corporation or its subsidiaries is a party or
to which any of its property is subject. The Corporation is occasionally involved in ordinary routine litigation
incidental to its business which it does not consider to be material.

Item 4. Submission of Matters to a Yote of Security Holders

During the fourth quarter of the year ended December 31, 2006 there were no matters submitted to a vote of
security holders.




SUPPLEMENTAL ITEM — EXECUTIVE OFFICERS OF THE REGISTRANT

Pursuant to Form 10-K, General Instruction G (3), the following information on Executive Officers is included
as an additional item in Part I:

Name

Daniel E. Klimas

Paul A. Campagna

Sharon L. Churchill, CPA

Richard E. Lucas

Mary E. Miles

Frank A. Soltis

Terry M. White

Lawrence D, Wickter, Jr.

Age

Principal! Occupation For Past Five
Years

Executive
Officer
Since

Positions and Offices Held with
LNB Bancorp, Inc.

48

46

52

56

48

54

49

55

President and Chief Executive
Officer, LNB Bancorp, Inc.
February 2005 to present. President,
Northern Ohio Region, Huntington
Bank from 2001 to February 2005.

Senior Vice President, LNB Bancorp,
Inc. April 2002 to present. Vice
President, Premier Bank and Trust
from 1998 to 2002,

Principal Accounting Officer, LNB
Bancorp, Inc. April 25, 2006 to
present. Controller, LNB Bancorp,
Inc. November 2005 to present.
Assistant Vice President, Controller
ang Corporation Secretary, Tele-
Communications, Inc., 1988 to 2005.
Executive Vice President, LNB
Bancorp, Inc. June 2005 to present.
Senior Vice President, Retail
Banking, Fifth Third Bancorp from
April 2000 to 2005.

Senior Vice President, LNB Bancorp,
Inc. April 2005 to present. President,
Miles Consulting, Inc. from 2001 to
2005, Vice President, Tire Center,
LLC prior to 2001.

Senior Vice President, LNB Bancorp,
Inc. July 2005 to present. Senior
Vice President, Lakeland Financial
Corporation, 1997 to 2005.

Chief Financial Officer, LNB
Bancorp, Inc. Apnil 2002 to present.
Senior Vice President, Austin
Associates, LLC, June 2000 to March
2002.

Senior Vice President, LNB Bancorp,
Inc., May 2005 to present. Self-
employed Attorney, May 2003 to
May 2005. Chief Credit Officer,
Metropolitan Bank and Trust, June
1999 to May 2003.

President and Chief
Executive Officer

2005

Senior Vice President 2004

Principal Accounting 2006

Officer and Controller

Executive Vice President 2005

Senior Vice President 2005

Senior Vice President 2005

Chief Financial Officer and
Corporate Secretary

2002

Senior Vice President and 2005

Chief Credit Officer



PART I1

Item 5. Market for the Registrant’s Common Equity, Related Stockholder Matters and Issuer Purchases
of Equity Securities

Market Information; Equity Holders; Dividends. The shares of LNB Bancorp, Inc. common stock, fixed
par value $1.00 per share, are traded on The NASDAQ Stock Market ® under the ticker symbol “LNBB”. The prices
below represent the high and low sales prices reported on The NASDAQ Stock Market ® for each specified period.
All prices reflect inter-dealer prices without markup, markdown or commission and may not necessarily represent
actual transactions. LNB Bancorp, Inc. has paid a cash dividend to shareholders each year since becoming a
holding company in 1984. At present, the Corporation expects to pay comparable cash dividends to shareholders
in 2007 1if approved by the Board of Directors.

The common stock of LNB Bancorp, Inc. is usually listed in publications as “LNB Bancorp”. LNB Bancorp
Inc’s common stock CUSIP is 502100100.

As of February 23, 2007, LNB Bancorp, Inc. had 2,028 shareholders of record and a closing price of §15.34
on February 23, 2007. Prospective shareholders may contact our Investor Relations Department at (440) 244-7317
for more information.

Common Stock Trading Ranges and Cash Dividends Declared

2006
Cash Dividends
High Low Declared per share
First Quarter ...........cooiiiiiviiiiiiiann., $19.73 $18.00 $0.18
SecondQuarter ............. i 19.55 17.55 0.18
Third Quarter . ........ ... i 18.70 16.77 0.18
FourthQuarter .............................. 17.31 15.88 0.18
2005
Cash Dividends
High Low Declared per share
First Quarter . ......... .. 00 vieinirnrrnrrrrns $20.55 $17.64 $0.18
Second Quarter .................. ., 19.30 16.00 0.18
Third Quarter............ccvvvirvirnrnerns 19.25 16.40 0.18

FourthQuarter .............................. 19.00 16.62 0.18




The following graph shows a five-year comparison of cumulative total returns for LNB Bancorp, the Standard
& Poor’s 500 Stock Index® and the Nasdaq Bank Index.

COMPARISON OF 5§ YEAR CUMULATIVE TOTAL RETURN*

Among LNB Bancorp, Inc., The S & P 500 Index
And The NASDAQ Bank Index
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* $100 invested on 12/31/01 in stock or index-including reinvestment of dividends. Fiscal year ending December 31.

Copyright © 2007, Standard & Poor's, a division of The McGraw-Hill Companies, Inc. All rights reserved.
www.researchdatagroup.com/S&P.htm

The graph shown above is based on the following data points:

Cumulative Total Return

Period End Index 12/31/01 12/31/02 12/31/03 12/31/04 12/31/05 12/31/06
LNB Bancorp, Inc. $£100.00 $136.02 $157.22 3161.47 $150.00 §139.61
S & P 500 100.00 77.90 100.24 111.15 116.61 135.03
NASDAQ Bank 100.00 59.14 89.11 103.85 130.57 166.05

Copyright © 2007 Standard & Poor's, a division of The McGraw-Hill Companies, Inc. All rights reserved.




Issuer Purchases of Equity Securities
The following table summarizes share repurchase activity for the quarter ended December 31, 2006:

)

© Maximum
Total number of number of
(a) shares (or units) shares (or units)
Total number purchased as that may yet be
of shares (b Part of Publicly  purchased under
(or units) Average price paid  announced Plans the plans
Period Purchased per share (or Unit) or Programs Or programs
October 1, 2006-October 31, 2006 ........ — n/a — 129,500
November 1, 2006 - November 30, 2006. . .. — n/a — 129,500
December 1, 2006 - December 31, 2006.. . . . — n/a — 129,500
Total . ... — n/a — 129,500

On July 28, 2005 the Corporation announced a share repurchase program of up to 5 percent, or about
332,000, of the common shares outstanding. Repurchased shares can be used for a number of corporate purposes,
including the Corporation’s stock option and employee benefit plans. Under the share repurchase program, share
repurchases are expected to be made primarily on the open market from time-to-time until the 5 percent maximum
is repurchased or the earlier termination of the repurchase program by the Board of Directors. Repurchases under
the program will be made at the discretion of Management based upon market, business, legal and other factors. At
December 31, 2006, the Corporation had repurchased 202,500 shares under this program.
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Item 6. Selected Financial Data

Five Year Consolidated Financial Summary

Year Ended December 31,
2006 2005 2004 2003 2002
(Dollars in thousands except share and per share amounts and ratios)
Total interestinCome .. ....coviieiieeneannnann . $ 49242 $ 43432 $ 37.224 $ 37.860 $ 41,327
Total interest expense. .. ..ot 20,635 13,402 9,102 9,196 12,095
Netinterest INCOME . . . ..ot vr e n e iiannnae s 28,607 30,030 28,122 28,664 29,232
Provisionfor Loan Losses .. .......... .. ... ...... 2,280 1,248 1,748 2,695 2,200
Otherincome . ... ... .. . i iiiiiiriiairanen 9,514 10,092 10,660 13,105 10,278
Net gain (loss) on sale of assets ... .................. 237 285 (218) 1,519 808
Otherexpenses. . ....... ..o, 28.985 30,267 26,290 26,467 24,753
Income before incometaxes. .. ... 7,093 8,892 10,526 11,126 13,365
Incometaxes. ... e 1,669 2479 3,051 3411 4,200
Netineome. ... ..o i s § 5424 § 6413 $ 7475 § 7715 $ 9165
Cash dividend declared . .......................... $ 4,641 $ 4760 $ 4777 0§ 4626 3 4468
Per Common Share (1}{2)
Basicearnings . ........ ..o i i $ 0384 5 097 $ 113 £ 117 % 139
Diluted earnings. . . ............. o . 0.84 0.97 1.13 1.17 1.39
Cashdividenddeclared . .. .............. ... ..... 0.72 0.72 0.72 0.70 0.68
Book valuepershare........................... § 10.66 $ 1045 $ 1064 $ 10.30 5§ 1009
Financial Ratios
Return on average assets . . .......oouviiiianas 0.66% 0.81% 0.98% 1.05% 1.33%
Return on average common equity . ............... 7.89 9.11 10.75 11.33 14.24
Net interest margin (FTEY(3)}. ......... oo iont 3.78 4.09 4,01 423 4.58
Efficiencyratio ............ ... i 76.03 75.44 67.82 63.01 61.41
Period end loans to period end deposits . ........... 87.60 92.31 94.99 91.85 8%.98
Dividend payout ......... ... cciiviiiiiiiii 85.71 74.22 63.72 59.98 48.75
Average shareholders’ equity to average assets. . ..... 8.39 3.88 9.15 9.22 931
Net charge-offs to averageloans . . ................ 0.27 0.34 0.38 0.31 0.29
Allowance for loan losses to period end total loans . .. 1.16 1.13 1.28 1.46 1.31
Nonperforming loans to period end total leans . .. .. .. 2.04 1.10 0.86 0.96 037
Allowance for loan losses to nonperforming loans. . .. 56.98 101.97 150.09 149.98 357.11
At Year End
Cashand cashequivalents. . ..................... $ 29,122 $ 23,923 $ 26,818 $ 27,749 $ 26,832
SecutHIes . ... 159,058 155,274 149,621 152,127 152,295
Grossloans . ... ... ... i e 628,333 591,011 575,224 533,975 509,376
Aliowance forloanlosses . . ... ..., 7,300 6,622 7,386 7,730 6,653
Netloans .. ..o e 621,033 584,389 567,838 526,245 502,723
Oter a85eLS . . L.t 41,885 37,535 37,372 35,100 33,549
Totalassets. ...t o 851,098 801,121 781,649 741,221 715,399
Totaldeposits. . ... ... ... i i, 717,261 640,216 605,543 581,344 566,127
Otherbomowings. . . ......vevir . 57,249 86,512 100,915 86,563 75,791
Other lLiabilities . ....... ... ... .. ... ... ..... 7,891 5,987 4,617 5,179 6,868
Total liabilities. . . ........ ..ot 782,401 732,715 711,075 673,086 648,786
Total shareholders’ equity ....................... 68,697 68,406 70,574 68,135 66,613
Total liabilities and sharcholders’ equity. ... .......... $851,098 $801,121 $781,649 $741,221 $715,399

(1) Basic and diluted earnings per share are computed using the weighted-average number of shares outstanding
during each year.

(2) All share and per share data has been adjusted to reflect the three-for-two stock split in 2003.

(3) Tax exempt income was converted to a fully taxable equivalent basis at a 35% statutory Federal income tax
rate in all years except 2005 and 2006 which was converted at a 34% statutory Federal income tax rate.




Item 7. Management’s Discussion and Analysis of Financial Condition and Results of Operations.

Introduction

The Corporation competes in the Cleveland, Ohio market as defined by the Federal Reserve Bank. This market
includes most of northeast Ohio. However, until 2006, the Corporation’s presence in this market was primarily
limited to Lorain. In 2006, this changed with the opening of a Cuyahoga County loan production office which is
staffed with commercial lending and treasury management professionals. A decision was also made to reposition
the then existing Westlake, Ohio loan production office to the Avon, Ohio area for better customer service and
visibility. During the year the Corporation opened a new full service office in North Ridgeville, Ohio which is in
one of a limited number of high growth areas on the east side of the Corporation’s current market area. Finally, in
January 2007 the Corporation announced plans to acquire Morgan Bancorp, Inc. in Hudson, Ohio. Morgan has
approximately $129 million in assets and is located in one of the best demographic markets in Ohio. We expect that
this market will provide a substantial boost to the Corporation’s ability to grow assets and revenue in future years.
See “Contractual Obligations — Pending Acquisition” below for further discussion of this transaction.

As these expansion activities occurred the Corporation continued to address the economic realities in its
historical market. Lorain County economic conditions reflect slow employment growth and business starts. In
2005 this was offsct to some extent by a strong housing market as families migrated from the greater Cleveland
area to new housing in eastern Lorain County, but this slowed substantially in 2006. The impact of this is reflected
in the Corporation’s financial performance in 2006. While the expansion strategy is an important investment in
the future, it added to the overall expense structure of the Corporation, As the local economy slowed, revenue
was impacted by slower loan growth and fierce competition for the loans that are available in Lorain County. The
slower economy is also reflected in an increase in nonperforming loans, potential problem loans and the resulting
provision for loan losses during the year. It is management’s opinion that the asset quality issues that developed in
the third and fourth quarters, as further discussed below, are manageable and that these trends will improve during
2007. Even as expansion continues, the Corporation is committed to strengthening its market presence in Lorain
County with new offices like the North Ridgeville office in 2006 and a new office in a growing area of Elyria,
Ohio in January 2007.

Key Indicators and Material Trends (Dollars in thousands)

Net interest income growth continues to be a challenge in the banking industry. The Corporation, like many
Midwestern banks, is dealing with a flat Treasury yield curve, tougher competition and challenging local economic
condition. Since the Corporation is highly dependent on net interest income for its revenue, minimizing net interest
margin compression is critical, Historically, the Corporation has experienced net interest margin strength from the
ability to grow and maintain a strong, low-cost retail deposit base, and to grow and maintain a strong commercial
lending operation. While the Corporation continues to see improvement in its share of the deposit market in
Lorain County, local funds are increasingly more expensive and we are increasingly more dependent on wholesale
funding sources to supplement these local deposits. While marketing and sales efforts have been expanded to
attract and retain local retail deposits, a higher dependence on alternative funding sources is anticipated as the
Corporation grows.

Generation of noninterest income is important to the long-term success of the Corporation. The focus in
2006 was on strengthening those sources of noninterest income that recur each year. The trend in most fee types
is encouraging,
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The origination of 1-4 family mortgages is a critical relationship building product for the Corporation. In 2006
the Corporation restructured its mortgage operations and the products it offers. This was done to better meet the
needs of its existing market and the new markets it 1s expanding into. At year-end, mortgage loan balances were
growing and the pipeline of business was strong.

Asset quality generally is a key indicator of financial strength, and the Corporation continues to manage
credit risk aggressively. At the beginning of 2005 there were indications that the Corporation’s credit quality had
stabilized. However in the third and fourth quarters of 2006 it became evident that the slowing housing market,
and general local economic weakness, was impacting our commercial and residential real estate portfolios. While
net charge-offs were at the lowest level since 2002, they continue to be above the levels experienced by banks
of comparable size. Nonperforming loans increased in 2006 and continue at levels that are not acceptable to
Management and the Board of Directors. In 2006, the level of nonperforming loans increased over the prior year
from $6,494 at December 31, 2005 to $12,812 at December 31, 2006. The majority of these loans are commercial
real estate loans. The Corporation also monitors the level of potential problem loans. Potential problem loans are
loans that the Corporation menitors very closely for performance and potential deterioration. Potential problem
loans increased from $14.4 million at December 31, 2005 to $22.1 million at December 31, 2006, Management
continues to work toward prompt resolution of nonperforming loan situations and to adjust underwriting standards
as conditions warrant. The trends in nonperforming loans and potential problem loans necessitated a $1,365
addition to the allowance for loan losses in the fourth quarter,

Since the ability to generate deposits is a key indication of the Corporation’s ability to meet its liquidity
needs and fund profitable asset growth, it is a significant measure of the success of the business plan. In 2006, as
measured by the FDIC at June 30, 2006, the Corporation’s market share of deposits grew to 18.96% from 18.82%
in 2005. This compares to 16.56% five years ago. The Corporation continues to do well in its historically strong
city markets of Lorain, Elyria and Amherst, and is pleased with the early performance in the new offices recently
opened in the eastern parts of the county.

Results of Operations (Dollars in thousands except per share data)

Summary of Earnings

Net income in 2006 was $5,424 or $.84 per diluted share, down from $6,413 or $.97 per diluted share in 2005,
and down from $7,475 or $1.13 per diluted share in 2004. Included in 2005 earnings were approximately $1,218 of
expenses associated with the recruitment of senior management, severance costs, a goodwill impairment charge
related to the Corporation’s prior subsidiary LNB Mortgage, LLC and the write-off of several telecommunications
contracts. Included in 2004 earnings was a $1,158 non-cash pretax charge to recognize other than temporary
impairment of the Corporation’s investment in FNMA and FHLMC preferred securities which were sold in 2005,

In 2006, net interest income decreased 4.7% to $28,607 from $30,030 in 2005. This decrease was the result,
in part, of net interest margin compression. During 2006, the flattening of the Treasury yield curve and the impact
of competition on loan and deposit pricing, combined with a shift in deposit mix from low-cost noninterest bearing
and savings accounts to higher cost money market accounts and time deposits resulted in prolonged compression
in the net interest margin. Noninterest income was $9,751, a decline of $626 from 2005. Included in 2005 was $959
in mortgage banking revenue generated by LNB Mortgage, LLC which discontinued operations in 2005. Of the
core sources of noninterest income, investment and trust services and deposit service charges were up 7.2% and
7.4% respectively. Electronic banking fees and income from bank owned life insurance were also improved over
2005. The provision for loan losses increased to $2,280 in 2006 from $1,248 in 2005 primarily due to increases
in nonperforming loans and in potential problem loans. Noninterest expenses decreased in 2006 by 4.2%. There
were modest increases in net occupancy, Ohio franchise tax, marketing and public relations and expenses related
to the higher level of other real estate under management. All other expenses were consistent with 2005 or down
year-over-year. As a percent of average assets, net income in 2006 represents a return of .66%. This compares to
.81% and 98% in 2005 and 2004, respectively, Return on assets 15 one measurement of operating efficiency. As a
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percent of average sharcholders’ equity this represents a return of 7.89% as compared to 9.11% and 10.75% in 2005
and 2004, respectively. Return on shareholders’ equity is a measure of how well the Corporation employs leverage
to maximize the return on the capital it employs.

2006 versus 2005 Net Interest Income Comparison

Net interest income is the difference between interest income earned on interest-earning assets and the
interest expense paid on interest-bearing liabilities. The Corporation reviews net interest income on a fully taxable
equivalent basis, which presents interest income with an adjustment for tax-exempt interest income on an equivalent
pre-tax basis assuming a 34% statutory Federal tax rate in 2006 and 2005 and a 35% statutory Federal tax rate in
2004. These rates may differ from the Corporation’s actual effective tax rate. Net interest income is affected by
changes in the volumes, rates and the composition of interest-earning assets and interest-bearing liabilities. The
net interest margin is net interest income as a percentage of average earning assets.

Table | summarizes net interest income and the net interest margin for the three years ended
December 31, 2006.

Table 1; Net Interest Income

Year ended December 31,

2006 2005 2004
(Dollars in thousands)
Net imerest inCome. . . oo v v vt e et $28,607 $30,030  $28,122
Tax equivalent adjustments . ........................ ... 269 201 215
Netinterestincome (FTE) .. ....... ... ... ... ..o ... $28,876 $30,231 $28,337
Netinterestmargin. . ............. ottt .. 3.74% 4.06% 3.98%
Tax equivalent adjustments .............. ... ... ...... 0.04% 0.03% 0.03%
Netinterest margin (FTE) ............................. 3.78% 4.09% 4.01%

Yields

Table 2 reflects the detaited components of the Corporation’s net interest income for each of the three years
ended December 31, 2006. Rates are computed on a tax equivalent basis and nonaccrual loans are included in the
average loan balances.

The Corporation’s net interest income on a fully tax equivalent basis was $28,876 in 2006, which compares to
$30,231 in 2005, and is a decrease of $1,355, or 4.5%, from 2005. This follows an increase in net interest income
of $1,8%4 in 2005 as compared to 2004. The net interest margin, which is determined by dividing tax equivalent
net interest income by average earning assets, was 3.78% in 2006, or a decrease of 31 basis points from 2005. This
follows an increase of 8 basis points in 2005 as compared to 2004. The decline in net interest income in 2006
was the result of a flat Treasury yield curve, competitive pressures and a change in deposit mix from low-cost to
higher-cost sources.
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Table 2:

Condensed Consolidated Average Balance Sheets

Interest, Rate, and Rate/ Volume differentials are stated on a Fully-Tax Equivalent (FTE) Basis.

Year ended December 31,

2006 2005 2004
Average Average Average
Balance Interest Rate Balance Interest Rate Balance  Interest Rate
{Pollars in thousands)
Assets:
U.S. Govt agencies and corporations,
Federal Home Loan Bank stock and
Federal Reserve Bank stock .. .. .. $150,444 § 5901 3.92% $140,677 §$ 4,761 338% S§139,646 % 4,085 2.93%
State and political subdivisions . .. .. .. 10,599 671 6,33 11,437 640 5.60 10,581 674 6.37
Federal funds sold and short-term
investments . .................. 1,737 77 4.43 2,644 87 3.29 5,289 120 2.27
Commercialloans. . ................ 369,512 27,851 7.54 358,705 24,139 6.73 321,154 18,663 5.81
Real estate mortgage loans .......... 83,790 5,175 6.18 87,422 5,438 6.22 105,485 7,051 6.68
Home equity lines of credit . ......... 66,926 5058 7.56 64,727 3,996 6.17 60,4066 2,730 4.51
Purchased installment loans . ........ 40,658 1,901 4.68 35,786 1,706 4.77 18,032 683 3.79
Installmentloans .................. 40,233 2,877 E 38,122 2,866 7.52 46378 3,433 14_0
Total Earning Assets . ........... $763,899 §49,511  6.48% §739,520  § 43,633 5.90% 8707,031 837439  5.30%
Allowance forloanloss .. ........... (6,478) (7,760) (7,878)
Cash and due frombanks. ........... 22,266 24,288 24,737
Bank owned life insurance .. ........ 14,316 13,646 13,030
Otherassets .........oovvviivnnnnn 25,632 23,593 22,617
Total Assets. .................. $819,635 $793,287 $759,537
Liabilities and Shareholders” Equity
Consumer time deposits. ............ $212,579 § 8,665 4.08% §$179825 § 5,675 3.16% $164,421 § 4221 2.57%
Public time deposits. . .............. 54,248 2,756 5.08 47,145 1,551 3.29 45,576 730 1.60
Brokered time deposits. . ............ 33,716 2,411 4,49 40,942 1,429 3.49 7,012 196 2.79
Savings deposits. .. ................ 86,315 294 0.34 101,808 332 033 105,883 322 030
Interest-bearing demand ............ 189,173 4,028 213 173,335 1,934 1.12 174,150 1,345 0.77
Short-term borrowings. . ............ 20,759 B96 4.32 19,892 618 3 18,013 205 1.14
FHLBadvances ................... 43,948 1,585  3.61 61,283 1,863 3.04 77,760 2,083 268
Total Interest-Bearing Liabilities ... $660,748  §20,635  3.12% §624,230  § 13,402 2.15% $592,815  § 9,102 1.54%
Noninterest-bearing deposits. .., ..... 83,777 92,730 92,305
Other liabilities. . .................. 6,375 5,900 4,910
Sharcholders’ Equity .. ............. 68,735 70,427 69,507
Total Liabilities and
Sharcholders’ Equity ......... $819,635 $793,287 $759,537
Net interest Income (FTE). .. ..... ... $28,876 3.78% § 30,231 4.09% $28.337 4.01%
Taxable Equivalent Adjustment. ... ... (269)  (0.04) (201)  (0.03) (215) w)
Net Interest Income Per
Financial Statements ... ........ $ 28,607 $ 30,030 528,122
Net Yield on Earning Assets .. ....... 3.74% ﬂ% 3.98%

Average Balances

Average earning assets increased $24,379, or 3.3%, to $763,899 in 2006 as compared to $739,520 for the
same period of 2005. Average loans increased $16,357, or 2.8%, to $601,119 in 2006 as compared to $584,762 in
2005. The average increase of $16,357 is due primarily to an increase in the commercial loan portfolio of $10,807,
an increase in installment loans of $2,111, an increase in home equity loans of $2,199 and an increase of $4,872
in purchased installment loans. Partially offsetting this growth was runoff of real estate mortgages of $3,632.
Loan growth in all areas, except installment loans, was slower in 2006 than what had been experienced in 2005
and 2004. The increase in average loans was primarily funded with $44,033 of deposit growth. Noninterest-
bearing deposits were weak in 2006 declining $8,953, or 9.7%, however interest- bearing deposits grew $52,986, or
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9.8%. The interest-bearing deposit growth experienced in consumer time deposits was $32,754, or 18.2%, interest-
bearing demand growth was $15,838, or 9.1%, brokered time deposit growth was $12,774, or 31.2% and public time
deposit growth was $7,103, or 15.1%. Offsetting a portion of this growth was a $15,483 decline in savings deposits.
The Bank began to use brokered time deposits in 2004 as an alternative wholesale funding source. Brokered time
deposits have become an important and comparably priced substitute for FHLB advances, and they require no
collateralization as compared to FHLB advances which require collateral in the form of real estate mortgage loans
and securities.

Rate/Volume

Net interest income may also be analyzed by segregating the volume and rate components of interest income
and interest expense. Table 3 presents an analysis of increases and decreases in interest income and expense in
terms of changes in volume and interest rates during the two years ended December 31, 2006 and during the
two years ended Decemnber 31, 2005. Changes that are not due solely to either a change in volume or a change in
rate have been allocated proportionally to both changes due to volume and rate. The table is presented on a tax-
equivalent basis.

Table 3: Rate/Volume Analysis of Net Interest Income (FTE)

Year Ended December 31,
Increase (Decrease) in Increase (Decrease) in
Interest Income/Expense Interest Income/Expense
in 2006 over 2005 in 2005 over 2004
Volume Rate Total Yolume Rate Total

{Dollars in thousands)

U.S. Govt agencies and corporations . ... ... .. $ 366 $ 774 $1,140 § 35 § 641 $ 676
State and political subdivisions ............. (66) 97 31 40 (74) (34)
Federal funds sold and short-term investments . (20) 10 (am (48) 15 (33)
Commercialloans, . ...................... 796 2,916 3,712 2,377 3,099 5,476
Real estate mortgage loans. . ............... (226) 37 (263) (1,185 428 (1,613)
Home equity lines of credit ................ 162 900 1,062 249 1,017 1,266
Purchased installment loans. .. .......... ... 233 (38) 195 723 300 1,023
Installment loans, . . ... ... e 511 (500) 11 (610) 43 (567)
Total Interest Income. . . ................ 1,756 4,122 5,878 1,581 4,613 6,194
Consumer time deposits. .. ................ 1,213 1,777 2,990 458 996 1,454
Public time deposits . .. .......... ... ... 327 878 1,205 50 771 821
Brokered time deposits. .. ................. 507 475 982 993 240 1,233
Savingsdeposits ... ................. .. ..., (50) 12 (38) (15) 25 10
Interest bearingdemand . ... .......... .. ... 420 1,674 2,094 (9 598 589
Short-term borrowings. ................... 36 242 278 54 359 413
FHLB advances ............ccoocouvvii... (462) 184 (278)  (394) 174 (220)
Total Interest Expense. ................. 1,991 5,242 7,233 1,137 3,163 4,300
Net Interest Income(FTE) ................. $ (235 $(1,120) $(1,355) $ 444 §$1,450 § 1,894

The impact of balance sheet growth and changing rates can be seen in Table 3, which segments the change in
net interest income into volume and rate components. Total FTE interest income was $49,511 in 2006 as compared
to $43,633 in 2005. This is an increase of $5,878 or 13.5%. Of this increase, $1,756 was due to volume and $4,123
to rate. When comparing 2006 to 2005, the contribution from balance sheet growth improved, and rates provided
a positive contribution as well. Total interest expense was $20,635 in 2006 as compared to $13,402 in 2005. This is
an increase of $7,233, or 54.0%. Of this increase, $1,991 was due to volume and $5,242 to rate.
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Although difficult to isolate, changing customer preferences and competition impact the rate and volume
factors. While rising rates remain a benefit to the Corporation, competitive margin pressure and stiff competition
in our markets resulted in a $1,120 reduction in net interest income due to rising rates. Also impacting the net
interest margin is a continuing shift of savings accounts to higher cost money market accounts and retail time
deposits. The deposit mix changes during 2006 resulted in a $235 reduction in net interest income due to volume
decreases. Additionally, the Corporation continues to increase its use of brokered time deposits. While these funds
are not more expensive than other wholesale funding sources, they are more expensive than deposits generated
through our retail branch system.

2005 versus 2004 Net Interest Income Comparison

The Corporation’s net interest income on a fully tax equivalent basis was $30,231 in 2005, which compares

to $28,337 in 2004, and is an increase of $1,894, or 6.7%, from 2004. The net interest margin was 4.09% in 2005,
or an increase of 8 basis points from 2004. Net interest income improvement in 2005 was the result of the rising
interest rate environment and an increase in average earning assets. Offsetting a portion of this improvement
was competitive pricing pressures on loan and deposit yields. The positive impact of rates is evident in 2005 as
compared to the negative impact of rates in 2004. The rise in short-term interest rates, triggering a 200 basis point
increase in the Corporation’s prime lending rate in 2005, produced an increase in the yield on earning assets, The
yield on earnings assets was 5.90% in 2005, or 60 basis points higher, as compared to 5.30% in 2004, The yield on
loans was 6.52% in 2005, or 62 basis points higher, as compared to 5.90% in 2004. The rise in short-term interest
rates also produced an increase in the cost of total interest-bearing liabilities. The cost of total interest-bearing
liabilities was 2.15% in 2005, or 61 basis points higher, as compared to 1.54% in 2004.

Average earning assets increased $32,489, or 4.6%, to $739,520 in 2005 as compared to $707,03! for the same
period of 2004. Average loans increased $33,247, or 6.0%, to $584,762 in 2005 as compared to $551,515 in 2004. The
average increase of $33,247 is due primarily to an increase in the commercial loan portfolio of $37,551, an increase
in home equity loans of $4,261 and an increase of $17,754 in purchased instaliment loans. Partially offsetting this
growth was runoff of real estate mortgages, direct installment and indirect installment loans. Commercial and
home equity loan growth in 2005 was comparable with 2004. The large increase in purchased loans is comprised
of high-quality new automobile loans originated by Morgan Bank, N.A. Since 2001 the Corporation has been
reducing its presence in the indirect installment loan market due to excessive losses. It also had not fully developed
its retail loan products such as home equity lines to be competitive in the market. The purchased loan program
has been utilized as a short-term substitute for the lack of locally generated installment loans. In 2005, the retail
loan products were redesigned, and it is anticipated that the Corporation’s dependence on this source of loans will
be less in future years. The increase in average loans was primarily funded with growth in deposits. Noninterest-
bearing deposit growth was $425, or .5%, and interest-bearing deposits grew $46,013, or 9.3%. The interest-bearing
deposit growth was composed of retail time deposit growth of $15,404, or 9.4%, brokered time deposit growth of
$33,930, or 483.9% and public time deposit growth of $1,569, or 3.4%. The Bank began to use brokered time
deposits in 2004 as an alternative wholesale funding source. Brokered time deposits have become an important
and comparably priced substitute for FHLB advances, and they require no collateralization as compared to FIILB
advances which require collateral in the form of real estate mortgage loans and securities.

Historically, the Corporation has been structured to experience better net interest income performance
when interest rates rise. This basic balance sheet structure was evident in improved 2005 net interest incotne
performance. Conversely, this structure was the primary reason for the margin deterioration experienced by the
Corporation during the falling rate environment in 2001-2004.

Total interest income on a fully tax equivalent basis was $43,633 in 2005 as compared to $37,439 in 2004. This
is an increase of $6,194, or 16.5%. Of this increase, $1,581 was due to volume and $4,613 to rate. When comparing
2005 to 2004, the contribution from balance sheet growth improved, and rates provided a positive contribution as
well, as compared to 2004 when total interest income was adversely impacted by rates. Total interest expense was
$13,402 in 2005 as compared to $9,102 in 2004. This is an increase of $4,300, or 47.2%. Of this increase, 51,137
was due to volume and $3,163 to rate. In 2004, the impact of volume increased interest expense while the rates
reduced interest expense.
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Noninterest Income

Table 4: Details of Noninterest Income

Year ended December 31,
2006 versus 2005 versus

2006 2005 2004 2005 2004
(Dollars in thousands)
Investment and trust services .................. $2,079 $ 1940 § 2,091 7.2% (7.2)%
Depositservicecharges. . ..................... 4,533 4,219 4,187 7.4 0.8
Electronic banking fees. . ..................... 1,948 1,895 2,794 2.8 (32.2)
Mortgage banking revenue . .. ................. — 959 364 (100.0) 163.5
Income from bank owned life insurance. . ... ..... 739 600 632 23.2 5.1
Otherincome............................... 215 479 592 (54.9) (19.1)
Total fees and other income . . ............... 9,514 10,092 10,660 5.77% (5.3)%
Gain(loss) on sale of securities . ................ — 173 (777  (100.6) 1223
Gainonsaleofloans......................... 5 132 181 (96.2) 27.1)
Gains (loss) on sale of otherassets .............. 232 (20) 378 (1260.0) (105.3)
Total noninterestincome . .................. $9.751  $10377 $10,442 (6.0)% {0.6)%

2006 vs 2005 Noninterest Income Comparison

Total noninterest income was $9.751 in 2006 as compared to $10,377 in 2005. This was a decrease of $626, or
6.0%. Core noninterest income, which consists of noninterest income before other income and gains and losses,
was $9,299 in 2006 as compared to $9,613 in 2005. This was a decrease of $314, or 3.3%.

Trust and investment management fees increased $139, or 7.2%, during 2006 in comparison to 2005. Net
trust commission increased $121, or 5.8%, in 2006 over the same period in 2005, Net brokerage fee income,
through Investment Centers of America, Inc., was $35 in 2006, in comparison to $8 in 2005. Trust and investment
management fee revenue was positively impacted by the performance of the S&P 500 index and pricing adjustments,
which more than offset competitive pressures.

Deposit service charges were $4,533 in 2006 as compared to $4,219 in 2005. This was an increase of $314,
ot 7.4%. Charges and fees consisting primarily of overdraft fees, increased $471, or 14.1%, in 2006 over the same
period 2005, Management attributes this overall growth to aggressive sales and marketing efforts this year. The
Corporation, however, experienced weaker business account growth during 2006 compared in 2005.

Electronic banking fees were $1,948 in 2006 as compared to $1,895 in 2005. This is an increase of $53,
or 2.8%. Electronic banking fees include debit, ATM and merchant services. Merchant service income, which
is outsourced and a fee is received, increased $58, or 7.2%, over 2005. ATM fees increased $13, or 1.8%, over
2005.

During the fourth quarter 2005, the operations of LNB Mortgage, LLC were closed. This eliminated this
revenue as well as the expenses related to its generation.

Income from bank owned life insurance increased $139, or 23.2%, in 2006 as compared to 2005. This increase
is attributed to improvement in market performance which is reflected in the credit rates.

Other income was $215 in 2006 as compared to $479 in 2005. This was a decrease of $264, or 55.1%. During
2005 certain loans, which were not appropriate for the Corporation’s portfolio, were placed with another financial
institution for a fee. This resulted in $196 in revenue during 2005. There were no such transactions during 2006.
Charleston Title Agency, a 49% owned subsidiary of the Corporation, was dissolved during the third quarter of
2006. Revenue generated from this Agency was $23 in 2006 as compared to $35 in 2005,
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During the fourth quarter of 2006, the land and building formerly housing the Westlake LPQO, were sold
resulting in a gain of $231. During 2005 several small equity securities and non-rated municipal bonds were sold
resulting in a gain of $173. Gain on sale of loans was $132 in 2005. During 2006, a gain of $5 was recognized on
the sale of other real estate owned.

2005 versus 2004 Noninterest Income Comparison

Total noninterest income was $10,377 in 2005 as compared 10 $10,442 in 2004. This is a decrease of $65, or
.6%. Total fees and other income was $10,092 in 2005 as compared to $10,660 in 2004. This is a decrease of $568,
or 5.3%.,

Investment and trust services were $1,940 in 2005 as compared to $2,091 in 2004. Approximately one-third
of this decrease was due to the loss of three accounts, while the remaining difference was the result of competitive
pricing pressures and mediocre market conditions during the year.

Deposit service charges were $4,219 in 2005 as compared to $4,187 in 2004. Deposit services charges are
influenced by economic activity and were weaker in the first two quarters of 2003, before improving in the second
half of 2005 and ending the year up $32, or .8%.

Electronic banking fees were $1,895 in 2005 as compared to $2,794 in 2004. This is a decline of $899, or
32.2%. Electronic banking fees include debit, ATM and merchant services. In the fourth quarter of 2004, the
Corporation exited the merchant services business due to anticipated lower margins, higher operating costs and
escalating risk. Since 2005 the Corporation has offered an outsourced solution for this product for which it receives
a small fee. These fees were $27 in 2005 as compared to $945 in 2004. Excluding this factor, the fees on ATM and
debit transactions were up $19 in 2005 as compared to 2004,

Mortgage banking revenue was $959 in 2005 as compared to $364 in 2004, increasing $595, or 163.5%.
2005 was the first full year of operations for LNB Mortgage, LL.C which began business in September 2004. The
Corporation reevaluated this business line and the decision was made in mid 2005 fo wind up the business of LNB
Mortgage, LLC and to re-establish the mortgage operation in the Bank, which was accomplished by the end of
2005.

Income from bank owned life insurance was $600 in 2005, as compared to $632 in 2004. This decline of $32,
or 5.1%, was due to lower crediting rates. These rates are tied to long-term rates which started to improve in the
second half of 2005.

Other income was $479 in 2005 as compared $592 in 2004. This is a decrease of $113, or 19.1%, from 2004.
Other income includes revenue from safe deposit box rental, EDP services and many small customer fees. Also
included in other income are transaction lending fees resulting from loans placed with another financial institution
for a fee. In 2005 this activity generated revenue of $196 as compared to $265 in 2004, a decrease of $69, or 26.0%.
The rest of the decline is attributable primarily to reductions in the small dollar customer fees.

Positively impacting 2005 were gains on the sale of securities which were $173, as compared 1o a loss of $777
in 2004. The gains in 2005 were from the sale of several small equity securities and non-rated municipal bonds.
In 2004, the Corporation recorded an other than temporary impairment charge of $1,158 related to the write-down
of variable rate, agency preferred stock which was sold in 2005. The sale of these securities in 2005 was at their
carrying value, so no additional gain or loss was recognized. Gain on the sale of loans was $132 in 2005, a decrease
of $49, or 27.1%, from 2004. In 2004, these gains were generated on loans originated by the Bank and sold to
FHLMC and other investors. Both activities were deemphasized in 2005. In 2005, losses on sale of assets were $20,
as compared to gains of $378 in 2004. In 2004, the Corporation recognized gains on the sale of its former Avon
Lake office after the new office opened in May and the sale of a parking lot in the fourth quarter of 2004,
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Noninterest Expense

Table 5: Details on Noninterest Expense

Year ended December 31,
2006 versus 2005 versus

2006 2005 2004 2005 2004
(Drollars in thousands)

Salaries and employee benefits ... ........... $14,894 $15057 $12,995 (L)% 15.9%
Fumiture and equipment ... ................ 2,984 3,001 2,784 {0.6) 7.8
Netoccupancy . ..........oveievenenennnnn 1,505 1,830 1,633 4.1 12.1
Qutside services .............. ... ........ 1,609 1,925 1,182 {16.4) 62.9
Marketing and public relations. . . . ........ .. 1,279 1,249 1,047 24 19.3
Supplies and postage ...................... 1,236 1,245 1,208 0.7 3l
Telecommunications. . ..................... 751 1,167 713 (35.6) 63.7
Ohio Franchise tax .. ...................... 817 772 729 58 59
Electronic banking expense . .. .............. 618 542 1,257 14.0 (56.9)
Otherexpense. . .......... ... ... ... ... 2,892 3,479 2,742 (16.9) 26.9
Total noninterest expense. .................. $28985 $30,267 $26,290 (4.2)% 15.1%

2006 versus 2005 Noninterest Expense Comparison

Noninterest expense was $28,985 in 2006 as compared to $30,267 in 2005. This is a decrease of $1,282, or
4.2%. During the second quarter of 2005, $1,218 of noninterest expense was recorded in salary and benefits and
other noninterest expense categories that were specifically attributable to activities related to building a long-term
business plan, including several management and personnel changes, and job eliminations. In addition, during the
fourth quarter 2003, the Corporation closed the operations of LNB Mortgage, LLC as a separate business entity
and absorbed mortgage lending into the operations of the Bank. As a result, $1,716 of operating expense which was
present during 2005 was no longer a factor with respect to noninterest expense during 2006.

Salaries and employee benefits were $14,894 in 2006 as compared to $15,057 in 2005, Included in 2005 was
3972 of this expense from LNB Mortgage, LLC. Eliminating this expense, salary and employee benefit expense
in 2006 increased $809, or 5.7%, in comparison to 2005. The increase in salary and benefit expense reflects the
addition of sales personnel related to market expansion into Cuyahoga County during 2006, as well as personnel
for two new branches.

Furniture and equipment decreased $17, or 0.6%, in 2006 as compared to 2005. Leased equipment expense
increased $81 over 2003, primarily due to new mainframe computer and telephone equipment leases placed in
service in mid 2005, 2006 carried the full expense of these leases. The increase in leased equipment cost was off-
set by a decrease in depreciation expense of $97.

Net occupancy expense was $1,905 in 2006 as compared to $1,830 in 2005. This was an increase of $75, or
4.1%. This was primarily attributable to expansion into Cuyahoga County in June of 2006 and the addition of
the North Ridgeville office, and increased real estate taxes and facilities maintenance costs associated with the
addition of these facilities. This was somewhat offset by the elimination of expenses related to LNB Mortgage,
LLC.
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Outside services decreased $316, or 16.4%, in 2006 as compared to 2005, Legal expenses in 2005 were
apptoximately $200 higher due to corporate governance and executive compensation work, as well as $150 for
consulting work related to the technology area and commercial portfolio.

Marketing and public relations expense increased $30, or 2.4% in 2006 as compared to 2005. This was
primarily the result of increased media advertising for deposits and higher productions costs, as well as promotion
of new facilities. '

Postage and supplies expense approximated that of 2005, with a decrease of $9, or .7% in 2006.

Telecommunications expense was $751 in 2006 as compared to $1,167 in 2005. This was a decrease of $416,
or 35.6%. During 2005, the Bank upgraded its voice and data telecom systems to provide enhanced service and
reliability. All redundant expenses related to this project were eliminated in 2006.

Chio Franchise tax expense in 2006 increased $45, or 5.8%, over 2005, This is an equity based tax paid by
the Corporation and its subsidiaries. In 2006, the Bank and its subsidiary, North Coast Community Development
Corporation, were paying higher franchise taxes based on equity accumulation.

Electronic banking expense was $618 in 2006 as compared to $542 in 2005. This increase is primarily the
result of increased fees associated with bank-issued debit cards as a result of the transaction growth experienced
in the number of new checking accounts.

Other expense decreased $587, or 16.9%, in 2006 as compared to 2005. Included in this decrease was a
single charge-off for an ATM loss of $82 during the first quarter 2005. Also included in other noninterest expense
for 2005 was a goodwill impairment expense of $311 for LNB Mortgage, LLC. Charge-off’s associated with
overdrafts decreased $51 during 2006 as compared to 2005. Loan and collection expense decreased $71 in 2006
as compared to 2005,

2005 versus 2004 Noninterest Expense Comparison

Total noninterest expense in 2005 was $30,267, an increase of $3,977, or 15.1%, as compared to $26,290 in
2004. Of this total increase, salaries and employee benefits were $15,057 in 2005 as compared to $12,995 in 2004.
This is a $2,062, or 15.9% increase. This increase partially reflects the recruitment of new management, severance
costs related to staff reductions and the operations for nine months in 2005 of LNB Mortgage, LLC before it
ceased operations on December 31, 2005. These factors resulted in approximately $1,089 of the $2,062 increase.
Of the remaining increase of $973, $467 was due to new commission programs in the trust, retail and commercial
divisions, as well as bonuses to senior management. The remaining increase of $506 was due to normal merit
increases and higher healthcare costs.

Furniture and equipment was $3,081 in 2005 as compared to $2,784 in 2004. This is an increase of $217, or
7.8%. This was primarily due to higher leased equipment costs associated with a new mainframe computer and
telephone equipment which was up $209 in 2005 as compared to 2004,

Net occupancy was $1,830 in 2005, as compared to $1,633 in 2004, an increase of $197, or 12.1%. Depreciation
was up 568 and is attributable to the full year impact of the two new offices. Also contributing to this increase was
utilities which were up $30 and other occupancy such as snow removal, landscaping and maintenance which was
up $99.

Qutside services were $1,925 in 2005 as compared to $1,182 in 2004. This is an increase of $743, or 62.9%. Of
this increase, $358 was due to internal audit expenses. Since 2005, the Corporation has outsourced internal audit
services. Legal expenses were approximately $200 higher due to corporate governhance and execulive compensation
work. Also contributing to this increase was approximately $150 for consulting work in the technology area and an
outside credit review of the commercial portfolio.

Marketing and public relations expense was $1,249 in 2003, as compared to $1,047 in 2004. This is an increase
of $202, or 19.3%, for the year. This was due to higher production costs, increased media advertising for deposits
and costs associated with the Bank’s 100th anniversary celebration.
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Supplies, postage and freight were $1,245 in 2005 as compared to $1,208 in 2004. This is an increase of $37,
or 3.1%. Postage expense increased $54 in 2005 as compared to 2004, reflecting more direct mail advertising.
Supplies were well controlled during 2005.

Telecommunications expense was $1,167 in 2005 as compared to $713 in 2004. This is a $454, or 63.7%
increase. Included in this increase was a $129 write-off of telecommunications contracts. Also impacting this
expense in 2005 was the conversion to an IP telephony phone system. During the conversion, for a portion of the
year, there were duplicate circuits and equipment costs.

Ohio franchise tax was $772 in 2005, as compared to $729 in 2004. This is an increase of $43, or 5.9%. This
is an equity based tax paid by the Corporation and its subsidiaries.

Electronic banking expense was $542 in 2005 as compared to $1,257 in 2004. This is a reductton of $715,
or 56.9%. This reduction is the result of the exiting of the merchant service business. As mentioned in the “2005
versus 2004 Noninterest Income Comparison™ section of this report, the revenue from this business declined $899
in 2005. Consequently the net impact to the Corporation in 2005 was a reduction in pretax income of $184.

Other expense was $3,479 in 2005 as compared to $2,742 in 2004. This is a $737, or 26.9% increase. Operating
charge-offs were $565 in 2005 as compared to $400 in 2004, This is an increase of $165, or 41.3% in 2005. This is
primarily the result of an increase in overdraft charge-offs of $40 and losses associated with a branch robbery and
an ATM loss. Also impacting other expense was an impairment charge for the goodwill related to LNB Mortgage,
LLC. This charge totaled $311. Loan and collection expenses were $835 in 2005, as compared to $603 in 2¢04. This
is a $232, or 38.5% increase. Of this total, $75 were fees related to a substandard loan sale in the fourth quarter.
Also contributing were legal services related to loan collections which were up $53 in 2005 as compared to 2004.
The remaining increase is primarily attributable to the nine months of operations by LNB Mortgage LLC before it
ceased operations in the fourth quarter of 2005,

2006 versus 2005 Income taxes

The Corporation recognized tax expense of $1,669 during 2006 and $2,479 for 2005. This is a decrease of
$810, or 32.7% from 2005. The Corporation’s effective tax rate was 23.5% for 2006 as compared to 27.9% for the
same period 2005. New market tax credit being generated by North Coast Community Development, a wholly
owned subsidiary of The Lorain National Bank, was at a higher level during the 2006 as compared to 2005. On
December 29, 2003, NCCDC received official notification of this tax credit award. Over the remaining ten years, it
is expected that projects will be financed, which should improve the overall economic conditions in I.orain County,
and generate additional interest income through the funding of qualified loans to these projects and tax credits for
the Corporation. The Corporation had total qualified investments in NCCDC of $8,020 at December 31, 2006,
generating a tax credit of $401. At December 31, 2005 qualified investments in NCCDC were $5,500, generating
a tax credit of $276.

2005 versus 2004 Income taxes

In 2005 income tax expense was $2,479 as compared to $3,051 in 2004. This represents a decrease of $572
to 18.7% from 2004. The Corporation’s effective tax rate was 27.9% in 2005 as compared to 29.0% in 2004. This
decrease reflected the impact of the Corporation’s BOLI investment and the impact in 2005 and 2004 of new
markets tax credits generated by NCCDC.

Balance Sheet Analysis

Overview

The Corporation’s total assets at December 31, 2006 were $851,098 as compared to $801,121 at December
31, 2005. This is an increase of $49,977, or 6.2%. Total securities increased $3,784, or 2.4%, over December 31,
2005. Portfolio loans increased $39,908, or 6.8%, over December 31, 2005. Total deposits at December 31, 2006
were $717,261 as compared to $640,216 at December 31, 2005. Total interest-bearing liabilities were $683,294 as
compared to $639,131 at December 31, 2005.
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Securities

The distribution of the Corporation’s securities portfolio at December 31, 2006 and December 31, 2005 is
presented in Note 5 to the Consolidated Financial Statements contained within this Form 10-K. The Corporation
continues to employ the securities portfolio to manage interest rate risk and to manage its liquidity needs.
Currently, the portfolio is comprised of 46.7% U.S. Government agencies, 43.8% U.S. agency mortgage backed
securities, and 7.4% municipal securitics. Other securities, consisting of Federal Home Loan Bank stock and
Federal Reserve Bank stock represent 2.1% of the portfolio. At December 31, 2006 the securities portfolio had a
temporary unrealized {oss of $2,771, representing 1.7% of the total amortized cost of the Bank’s securities. The
unrealized loss at December 31, 2005 was $3,664. The change year-over-year reflects the maturity of securities
in 2006 that have been reinvested at current market rates, New investments are primarily in three to four year
average life agencies and four to five year average life mortgage backed securities and intermediate, high quality
municipal bonds. Tables 6 and 7 present the maturity distribution of securities and the weighted average yield for
each maturity range for the year ended December 31, 2006.

Table 6: Maturity Distribution of Securities at Amortized Cost

At December 31,

From1to5 FromS5Sto After 10
Years 10 Years Years 2006 2005 2004

(Dollars in thousands)

Securities available for sale;
U.S. Government agencies and

COrporations . .................. $103,876 $36,138 $ 6,618 S$146,632 $146,010 $131,789

State and political subdivisions . . ... .. 1,478 3,351 6,665 11,494 9,231 11,148
Equity Securities .................. 52 — — 52 52 3,938
FHLB and Federal Reserve Stock . .. .. 3,248 — — 3,248 3,645 4,033
Total securities available for sale. . ... .. $108,654 $39489 $13,283 $161,426 $158,938 $150,908

Table 7: The Weighted Average Yield for Each Range of Maturities of Securities

At December 31,
From1to5 FromSto After1)
Years - 10 Years Years 2006 2005 2004
Securities available for sale:
U.S. Government agencies and
COrporations . .................. 386% 4.50% 4.82% 4.06% 3.59% 3.28%
State and political subdivisions . ... ... 5.72 6.45 6.75 6.53 5.88 5.29
Equity Securities .................. 5.26 — — 5.26 6.00 5.67
FHLB and Federal Reserve Stock ... .. 5.84 —_— — 5.84 5.77 4.36
Total securities available for sale. .. .. .. 3.94% 4.67% 5.79% 4.27% 3.78% 3.54%

(1) Yields on tax-exempt obligations are computed on a tax equivalent basis based upon a 34% statutory Federal
income tax rate.
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Loans

The detail of loan balances is presented in Note 7 to the Consolidated Financial Statements contained within
this Form 10-K.

Total loans at December 31, 2006 were $628,333. This is an increase of $37,322, or 6.3% over December
31, 2005. At December 31, 2006, commercial loans represented 59.5% of total loans. There were no commercial
loans held for sale at December 31, 2006. Consumer loans, consisting of installment loans and home equity loans,
comprised 24.7% of total portfolio loans. Consumer loans are made to borrowers on both secured and unsecured
terms dependent on the maturity and nature of the loan. The Corporation also purchases consumer loans from
Morgan Bank, N.A, consisting primarily of high quality car loans. On January 16, 2007, the Corporation announced
the execution of a definitive agreement to acquire Morgan Bancorp, Inc. (“Morgan™) of Hudson, Ohio in which
LNB Bancorp would acquire Morgan and its wholly-owned subsidiary, Morgan Bank, N.A. Completion of the
merger is anticipated in the third quarter of 2007, pending certain regulatory and Morgan shareholder approvals.

Real estate mortgages are construction and 1-4 family mortgage loans. Construction loans comprised $2,216
of the $99,182 real estate mortgage loan portfolio at December 31, 2006. Real estate mortgages comprised 15.8%
of total portfolio loans. At December 31, 2006, mortgage loans had increased $17,815, or 21.9%, in compatison
to December 31, 2005. The Corporation generally requires a loan-to-value ratio of 80% or private mortgage
insurance for loan-to-value ratios in excess of 80%.

Loan balances and loan mix are presented by type for the five years ended December 31, 2006 in Table 8.
Table 8: Loan Portfolie Distribution

At December 31,

2006 2005 2004 2003 2002
(Dollars in thousands)

Commercial ................... $374,055 $363,144 $339,439 $303,347 $259.819
Real estate mortgage . ........... 99,182 81,367 112,787 113,649 141,405
Home equity lines of credit. . . .. .. 70,028 66,134 62,143 57,762 48,816
Purchased installment .. ......... 43,019 42,023 27,833 7,218 —
Installment. . .................. 42,049 38,343 33,022 51,999 54,219
CreditCards. . ................. —_ — — — 5,117

Total Loans. ................ 628,333 591,011 575,224 533,975 509,376
Allowance for loan losses . ..... .. {7,300) (6,622} {7,386) (7,730) (6,653)

NetLoans.................. $621,033 $584,389 $567,838 $526,245 $502,723

At December 31,

2006 2005 2004 2003 2002
Loan Mix Percent
Commercial .. ...................... 59.5% 61.4% 59.1% 56.8% 51.0%
Real Estate Mortgage ................ 15.8 13.8 19.6 2i.3 278
Home Equity lines of credit. ... ........ 11.1 11.2 10.8 10.8 9.6
Purchased installment ................ 6.9 7.1 4.8 1.4 —
Installment . . ....................... 6.7 6.5 5.7 9.7 10.6
CreditCards........................ — — — — 1.0
Total Loans...................... 100.0%  100.0% 100.0% 100.0% 100.0%

Table 9 shows the amount of commercial loans outstanding as of December 31, 2006 based on the remaining
scheduled principal payments or principal amounts repricing in the periods indicated. Amounts due after one year
which are subject to more frequent repricing are included in the due in one year or less classification.
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Table 9: Commercial Loan Maturity and Repricing Analysis

December 31, 2006
(Dollars in thowsands)

Maturing and repricing inone yearorless ......... ... ... ... ... ... .. .. $169,522
Maturing and repricing in one year but within fiveyears. . ............... .. 109,645
Maturing and repricing beyond fiveyears. . .. ....... ... .. ... oL 88,557
Total Commercial Loans ... ... ... .. .. .. i i $367,724

Funding Seurces

The following table shows the various sources of funding for the Corporation.

Table 10: Funding Sources

Average Balances Outstanding Average Rates Paid
2006 2005 2004 2006 2005 2004
(Dollars in thousands)
Demand deposits . ................, $ 83,777 § 92,730 § 92305 0.00% 0.00% 0.00%
Interest checking .. ................ 189,173 173,335 174,150 2.13 1.12 0.77
Savingsdeposits .................. 86,325 101,808 105,883 0.34 0.33 0.30
Consumer time deposits ............ 212,579 179,825 164,421 4.08 3.16 2.57
Public time deposits. . .. ............ 54,248 47145 45,576 5.08 3.29 1.60
Brokered time deposits ............. 53,716 40,942 7.012 4.49 3.45% 2.79
Total Deposits .................... 679,818 635,785 586,347 2.67 1.72 1.16
Short-term borrowings ............. 20,759 19,892 18,013 432 3.11 1.14
FHLB borrowings . ................ 43,948 61,283 77,760 3.61 3.04 2.68
Total borrowings . ... ............., 64,707 81,175 95,773 3.83 3.06 2.39
Total funding . .................... $744,525 § 716,960 $685,120 2.77% 1.87% 1.33%

The Corporation obtains funding through many sources. The primary source of funds continues to be
the generation of deposit accounts within our primary market. In order to achieve deposit account growth, the
Corporation offers retail and business customers a full line of deposit products that includes checking accounts,
interest checking, savings accounts, and time deposits. The Corporation also generates funds through wholesale
sources that include local borrowings generated by a business sweep product. The Corporation utilizes brokered
time deposits to provide term funding at rates comparable to other wholesale funding sources. Wholesale funding
sources include lines of credit with correspondent banks, advances through the Federal Home Loan Bank of
Cincinnati, and a sccured line of credit with the Federal Reserve Bank of Cleveland. Table 10 highlights the average
balances and the average rates paid on these sources of funds for the three years ended December 31, 2006.

Average deposit balances grew 6.9% in 2006 compared to increases of 7.9% in 2005 and 1.2% in 2004. The
Corporation continues to benefit from a large concentration of low-cost local deposit funding. These sources
continued to decrease in 2006, following a slight decline in 2005 as compared to 2004, Sources such as demand
deposit accounts, interest checking accounts and savings accounts comprised 48.3% of the Corporation’s average
funding in 2006, as compared to 51.3% and 54.3% in 2005 and 2004 respectively. On an average balance basis,
these sources declined by 2.3% in 2006 as compared to 2005, following a decline of 1.2% in 2005 as compared to
2004. These funds had an average yield of 1.2% in 2006 as compared to .62% in 2005 and .45% in 2004, Included
in these funds are the Corporation’s money market accounts. These were much more aggressively priced in 2006
which accounts for the increase in the average cost of these low-cost sources. The average yield on money market
accounts was 3.24% in 2006, compared to 1.87% in 2005. Although these remain important sources of funds, the
Corporation is more dependent, at varying times and amounts, on brokered time deposits, public fund time deposits
and borrowings. Average time deposits were $320,543, an increase of $52,631 or 19.6% in 2006 as compared to
2005. This follows an increase of $50,903, or 23.5% in 2005 as compared to 2004. The increase in time deposits
resulted from increased consumer, brokered and public fund time deposit balances.
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Average borrowings decreased 20.3% in 2006 as compared to a decrease of 15.2% in 2005 and an increase of
15.3% in 2004. The Corporation’s borrowings are primarily sweep accounts and Federal Home Loan Bank advances.
In 2005 the Corporation increased its use of brokered time deposits and reduced its use of FHLB borrowings.
These time deposits are priced comparably to FHLB advances and are not collateralized. These products continue
to be an important part of the Corporation’s interest rate risk management strategy. The Corporation expects these
trends to continue.

Liquidity

Management of liquidity is a continual process in the banking industry. The liquidity of the Bank reflects its
ability to meet loan demand, the possible outflow of deposits and its ability to take advantage of market opportunities
made possible by potential rate environments. Assuring adequate liquidity is achieved by managing the cashflow
characteristics of the assets the Bank originates and the availability of alternative funding sources. The Bank
monitors liquidity according to limits established in its liquidity policy. The policy establishes minimums for the
ratio of cash and cash equivalents to total assets and the loan to deposit ratio. At December 31, 2006 the Bank was
in compliance with these policy limits.

In addition to maintaining a stable source of core deposits, the Bank manages adequate liquidity by assuring
continual cashflow in the securities portfolio. At December 31, 2006, the Corporation expects the securities
portfolio to generate cash flow in the next 12 months of $39,014 and $101,381 in the next 36 months.

The Bank maintains borrowing capacity at the Federal Home Loan Bank of Cincinnati, the Federal Reserve
Bank of Cleveland and Federal Fund lines with correspondent banks. Table 11 highlights the liquidity position
of the Bank including total borrowing capacity and current unused capacity for each borrowing arrangement at
December 31, 2006.

Table 11:  Liquidity

Borrowing Unused
Capacity Capacity
{Dollars in thousands)

FHLB Cincinnati . .. .. ... e et $ 79474 § 44,388
FRBCleveland . ...... ... i e i 8,033 6,828
Federal Funds Lines . . ... .. it 52,750 51,250
Total . e e $140,257 $102.466

LNB Bancorp, Inc. is the financial holding company of The Lorain National Bank and conducts no
operations. Its only ongoing need for liquidity is the payment of the quarterly shareholder dividend if declared
and miscellaneous expenses related to the regulatory and reporting requirements of a publicly traded corporation.
The holding company’s main source of operating liquidity is the dividend that it receives from The Lorain
National Bank. Dividends from The Lorain National Bank are restricted by regulation. At December 31, 2006, the
Corporation also had certain short-term investments in the amount of $28 which may be used for dividends and
other corporate purposes. The holding company from time-to-time, has access to additional sources of liquidity
through correspondent lines of credit, but no such agreements were in place and there was no amount outstanding
as of December 31, 2006.

Capital Resources

Shareholders’ equity at year-end 2006 totaled $68,697, compared to $68.406 and $70,574 at year-end 2005 and
2004 respectively. This increase in 2006 resulted from net income of $5,424, a change of $903 in comprehensive
income, and a change of $48 for share-based compensation income. These were offset by the payment of dividends
of $4,641, and an increase of $1,443 in treasury stock. The comprehensive income change was due to the change
in the fair value of securitics classified as available for sale and the change in the minimum pension liability.
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The change in treasury stock is part of the Corporation’s previously disclosed program to buyback up to 5% of
the Corporation’s outstanding common shares. The Corporation purchased 77,500 shares pursuant to this plan in
2006.

Total cash dividends declared in 2006 by the Board of Directors was $4,641 as compared to $4,760 in 2005.
In each of the last 20 years, the Board of Directors has approved a regular cash dividend. Any future dividend is
subject to Board approval.

The dividend payout ratio, representing dividends per share divided by earnings per share, was 85.7% and
74.2% for the years 2006 and 2003, respectively. The increase in the dividend payout ratio is above the long-term
target ratio established by the Board of Directors, but represents the Corporation’s expectation for the near-term
recovery of both revenue and earnings growth.

At December 31, 2006, the Corporation’s market capitalization was $103,421 compared to $117,055 at
December 31, 2005. There were 2,052 shareholders of record at December 31, 2006. LNB Bancorp, Inc.’s common
stock is traded on the NASDAQ Stock Market under the ticker symbol “LNBB.”

The Federal Reserve Board has established risk-based capital guidelines that must be observed by financial
heolding companies and banks. The Corporation has consistently maintained the regulatory capital ratios of the
Corporation and its bank subsidiary, The Lorain National Bank, above “well capitalized” levels. For further
information on capital ratios see Notes 1 and 14 of the Consolidated Financial Statements.

Contractual Obligations and Commitments

Contractual obligations and commitments of the Corporation at December 31, 2006 are as follows:

Table 12: Contractual Obligations

Two and Four Over
One Year Three and Five Five
or Less Years Years Years Total
{Dollars in thousands)

Short-term borrowings. .. .......... .. ... ... $22,163 $ — 35 — 5 — 322,163
FHLBadvances ..............cutiivnvinnnnns 15,000 20,000 — 86 35,086
Operating Leases .. ........... ..., 1,065 1,665 942 1416 5,088
Benefitpayments ................... ... ...... N 648 905 2,904 4,828
Severance Payments. .. ........ ... ... .. ... 123 251 260 67 701
Total ..o $38,722 $22,564 $ 2,107 $4,473 $67,866

Pending Acquisition

On January 16, 2007, the Corporation announced the execution of a definitive agreement to acquire Morgan
Bancorp, Inc. (“Morgan™) of Hudson, Ohio. The Corporation’s transaction is for the acquisition of Morgan and its
wholly-owned subsidiary, which had approximately $129 million in assets at the date of the agreement.

Under the terms of the agreement, shareholders of Morgan will be entitled to receive cash, common shares
of LNB, or a combination thereof, based upon an election process to occur prior to closing. Cash consideration is
valued at $52.00 per Morgan share and stock consideration is fixed at an exchange ratio of 3.162 common shares of
LNB Bancorp for each share of Morgan. The agreement further provides that, in the aggregate, 50% of the Morgan
comnmon shares will be exchanged for common shares of LNB Bancorp and the remaining 50% of the Morgan
common shares will be exchanged for cash,

The transaction is valued at $26.5 millien and is expected to close in the third quarter of 2007. The exchange
is expected to qualify as a tax-free transaction to the Morgan shareholders. Following the merger, and upon receipt
of all necessary regulatory approvals, Morgan Bank, N.A. will be merged with and into the Corporation.
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Not considering the merger-related charges discussed below, the merger is expected to be accretive to earnings
per share by approximately $.08 or 6.7 percent in the first full fiscal year of operations (2008), due to the expected
cost-saving benefits achieved through the integration of systems and support functions, improved branch efficiencies
and increased alternative delivery channels for financial products and services. The Corporation expects to reduce
noninterest expenses of the combined entity by approximately $1.7 million. This expense reduction, while not
expected to be totally from the Morgan Bank operation, represents about 48 percent of Morgan’s expense base.
The Corporation intends to recognize these expense reductions as quickly and prudently as possible. After-tax
merger-related costs of approximately $1.5 — $2.0 million will be incurred to complete the merger.

Critical Accounting Policies and Estimates

The Corporation’s consolidated financial statements are prepared in accordance with accounting principles
generally accepted in the United States of America. The Corporation follows general practices within the
banking industry and application of these principles requires the Corporation’s management (“Management™)
to make assumptions, estimates and judgments that affect the financial statements and accompanying notes.
These assumptions, estimates and judgments are based on information available as of the date of the financial
statements.

The most significant accounting policies followed by the Corporation are presented in Note 1 to the
Consolidated Financial Statements. These policies are fundamental to the understanding of results of operation
and financial conditions.

The accounting policies considered to be critical by Management are as follows:
+ Allowance for loan losses

The allowance for loan losses is an amount that Management believes will be adequate to absorb probable
credit losses inherent in the loan portfolio taking into consideration such factors as past loss experience, changes
in the nature and volume of the portfolio, overall portfolio quality, loan concentrations, specific problem loans, and
current economic conditions that affect the borrower’s ability to pay. Determination of the allowance is subjective
in nature. Loan losses are charged off against the allowance when Management believes that the full collectibility
of the loan is unlikely. Recoveries of amounts previously charged-off are credited to the allowance.

A loan is considered impaired when it is probable that not all principal and interest amounts will be collected
according to the loan contract. Residential mortgage, installment and other consumer loans are evaluated
collectively for impairment. Individual commercial loans exceeding size thresholds established by Management
are evaluated for impairment. Impaired loans are written down by the establishment of a specific allowance where
necessary. The fair value of all loans currently evaluated for impairment is collateral-dependent and therefore the
fair value is determined by the fair value of the underlying collateral.

The Corporation maintains the allowance for loan losses at a level adequate to absorb Management’s estimate
of probable credit losses inherent in the loan portfolio. The allowance is comprised of a general allowance, a specific
allowance for identified problem loans and an unallocated allowance representing estimations pursuant to either
Statement of Financial Accounting Standards (SFAS) No. 5 “Accounting for Contingencies,” or SFAS No. 114,
“Accounting by Creditors for Impairment of a Loan.”

The general allowance i1s determined by applying estimated loss factors to the credit exposures from
outstanding loans. For commercial and commercial real estate loans, loss factors are applied based on internal
risk grades of these loans. Many factors are considered when these grades are assigned to individual loans such
as current and past delinquency, financial statements of the borrower, current net realizable value of collateral and
the general economic environment and specific economic trends affecting the portfolio. For residential real estate,
installment and other loans, loss factors are applied on a portfolio basis. Loss factors are based on the Corporation’s
historical loss experience and are reviewed for appropriateness on a quarterly basis, along with other factors
affecting the collectibility of the loan portfolio.
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Specific allowances are established for all classified loans when Management has determined that, due to
identified significant conditions, it is probable that a loss has been incurred that exceeds the general allowance loss
factor from these lecans. The unallocated allowance recognizes the estimation risk associated with the allocated
general and specific allowances and incorporates Management’s evaluation of existing conditions that are not
included in the allocated allowance determinations. These conditions are reviewed quarterly by Management and
include general economic conditions, credit quality trends and internal loan review and regulatory examination
findings.

Management believes that it uses the best information available to determine the adequacy of the allowance
for loan losses. However, future adjustments to the allowance may be necessary and the results of operations could
be significantly and adversely affected if circumstances differ substantially from the assumptions used in making
the determinations.

+ Income Taxes

The Corporation’s income tax expense and related current and deferred tax assets and liabilities are presented
as prescribed in SFAS No. 109 “Accounting for Income Taxes”. SFAS No. 109 requires the periodic review and
adjustment of tax assets and liabilities based on many assumptions. These assumptions include predictions as to
the Corporation’s future profitability, as well as potential changes in tax laws that could impact the deductibility
of certain income and expense items. Since financial results could be significantly different than these estimates,
future adjustments may be necessary to tax expense and related balance sheet accounts.

New Accounting Pronouncements

Management is not aware of any proposed regulations or current recommendations by the Financial Accounting
Standards Board or by regulatory authorities, which, if they were implemented, would have a material effect on the
liquidity, capital resources, or operations of the Corporation. However, the potential impact of certain accounting
pronouncements warrants further discussion.

SFAS No. 123 (revised) “Share Based Payments”

In December 2004, the Financial Accounting Standards Board (FASB) issued SFAS No. 123 (revised 2004)
{“SFAS No. 123R”), Share Based Payments. SFAS No. 123R requires the Corporation to expense share-based
payments, including employee stock options, based on their fair value, The Corporation adopted SFAS No. 123R
effective as of January 1, 2006. Accordingly, the impact of the adoption of SFAS No. 123R’s fair value method is
included in the Corporation’s results of operations. The adoption of SFAS No. 123R did not have a material impact
on the Corporation’s results of operations, financial position or liquidity.

SFAS No. 154 “Accounting Changes and Error Corrections”

This Statement replaces APB Opinion No. 20, “Accounting Changes”, and FASB Statement No. 3, “Reporting
Accounting Changes in Interim Financial Statements™, and changes the requirements for the accounting for and
reporting of a change in accounting principle. This Statement applies to all voluntary changes in accounting
principle, It also applies to changes required by an accounting pronouncement in the unusual instance that the
pronouncement does not include specific transition provisions. When a pronouncement includes specific transition
provisions, those provisions should be followed. This applies to accounting changes and corrections of errors made
in fiscal years beginning after December 15, 2005. The adoption of SFAS No. 154 did not have a material impact
on the Corporation’s results of operations, financial position or liquidity.

FASB Interpretation No. 48 “Accounting for Uncertainty in Income Taxes — An Intrepretation of FASB
Statement No. 109"

In June 2006, the FASB issued FASB Interpretation No. 48, “Accounting for Uncertainty in Income
Taxes” (“Fin No. 48”}. The interpretation clarifies the accounting for uncertainty in income taxes recognized
in a company’s financial statements in accordance with Statement of Financial Accounting Standards No. 109,
“Accounting for Income Taxes” Specifically, Fin No. 48 prescribes a recognition threshold and a measurement
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attribute for the financial statement recognition and measurement of a tax position taken or expected to be taken in
a tax return. Fin No. 48 also provides guidance on the related derecognition, classification, interest and penalties,
accounting for interim periods, disclosure and transition of uncertain tax positions. Fin No. 48 is effective for
fiscal years beginning after December 15, 2006. The adoption of FIN 48 is not expected to have a material effect
on our consolidated balance sheet, results of operations or cash flows.

FASB Statement No. 158, Employer’s Accounting for Defined Benefit Pension and Other Postretirement
Plans, an amendment of FASB Statements No. 87, 88, 106, and 132R

In September 2006, the FASB issued Statement No. 158, Employer’s Accounting for Defined Benefit Pension
and Other Postretirement Plans, an amendment of FASB Statements No. 87, 88, 106, and 132R (“*SFAS 158™).
SFAS 158 requires an entity to recognize in its balance sheet the funded status of its defined benefit postretirement
plans, measured as the difference between the fair value of the plan assets and the benefit obligation. SFAS [58
also requires an entity to recognize changes in the funded status of a defined benefit postretirement plan within
accumulated other comprehensive income, net of tax, to the extent such changes are not recognized in earnings
as components of periodic net benefit cost. SFAS 158 is effective as of the end of the fiscal year ending after
December 15, 2006. The adoption of FASB Statement No. 158 did not have a material effect on our consolidated
balance sheet, results of operations or cash flows.

ITEM 7A. Quantitative and Qualitative Disclosures About Market Risk.

Risk Elements

Risk management is an essential aspect in operating a financial services company successfully and effectively.
The most prominent risk exposures, for a financial services company, are credit, operational, interest rate, market,
and liquidity risk. Credit risk involves the risk of uncollectible interest and principal balance on a loan when it
is due. Fraud, legal and compliance issues, processing errors, technology and the related disaster recovery, and
breaches in business continuation and internal controls are types of operational risks. Changes in interest rates
affecting net interest income are considered interest rate risks. Market risk is the risk that a financial institution’s
earnings and capital or its ability to meet its business objectives are adversely affected by movements in market
rates or prices. Such movements include fluctuations in interest rates, foreign exchange rates, equity prices that
affect the changes in value of available-for-sale securities, credit spreads, and commaodity prices. The inability to
fund obligations due to investors, borrowers, or depositors is liquidity risk. For the Corporation, the dominant risks
are market risk and credit risk.

Credit Risk Management

Uniform underwriting criteria, ongoing risk monitoring and review processes, and well-defined, centralized
credit policies dictate the management of credit risk for the Corporation, As such, credit risk is managed through
the Bank’s allowance for loan loss policy which requires the toan officer, lending officers, and the loan review
committee to manage loan quality. The Corporation’s credit policies are reviewed and modified on an ongoing basis
in order to remain suitable for the management of credit risks within the loan portfolio as conditions change. The
Corporation uses a loan rating system to properly classify and assess the credit quality of individual commercial
loan transactions. The Joan rating system is used to determine the adequacy of the allowance for loan losses for
regulatory reporting purposes and to assist in the determination of the frequency of review for credit exposures.

Credit quality measures in the last six months of 2006 deteriorated as compared to the same period in 2005.
Weaker general economic conditions, especially in residential and commercial development lending, combined
with the need to further strengthen underwriting and portfolio management controls resulted in higher levels of
nonperforming loans and potential problem loans.
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Nonperforming Assets

Total nonperforming assets consist of nenperforming loans, loans which have been restructured, and other
foreclosed assets. As such, a loan is considered nonperforming if it is 90 days past duc and/or in Management’s
estimation the collection of interest on the loan is doubtful. Nonperforming loans no longer accrue interest and are
accounted for on a cash basis. The classification of restructured loans involves the deterioration of a borrower’s
financial ability leading to original terms being favorably modified or either principal or interest being forgiven.

Nonperforming loans at December 31, 2006 were $12,812 as compared to $6,494 at December 31, 2005, an
increase of $6,318. Of this total, commercial loans were $10,322 as compared to $5,12% at December 31, 2005.
These are commercial loans that are primarily secured by real estate and, in some cases, by SBA guarantees, and
have either been charged-down to their realizable value or a specific reserve has been established for any collateral
short-fall. At December 31, 2006, specific reserves on these loans totaled $1,115 as compared to $356 specifically
reserved at December 31, 2005. The $5,194 increase in commercial nonperforming loans was the result of four
commercial relationships totaling $4,393. These four loans are either well secured by real estate, or had specific
reserves established at December 31, 2006. Potential problem loans are loans identified on Management’s classified
credits list which include both loans that Management has concern with the borrowers’ ability to comply with
the present repayment terms and loans that Management is actively monitoring due to changes in the borrowers
financial condition. At December 31, 2006, potential problem loans increased $7,663, to $22,103. This compares to
$14,440 at December 31, 2005, and reflects the categorization of three large real estate development relationships
totaling $7,740 as potential loan problems.

Other foreclosed assets were $1,289 as of December 31, 2006, an increase of $857 from December 31, 2005,
The $1,289 is comprised of eight commercial properties totaling $945 and four 1-4 family residential properties
totaling $344. This compares to $211 in 1-4 family residential properties with the remainder in commercial
properties as of December 31, 2005.

Table 13 sets forth nonperforming assets for the period ended December 31, 2006 and December 31, 2005.

Table 13: Nonperforming Assets

At December 31,
2006 2005 2004 2003 2002
{Dollars in thousands)

Commercialloans ........ ... . .cuiiiinenn.... $10,322 $5,129  $3,255 $4,104  $1,213

Real estate mortgage ... ..........ccoiiioian, 2,165 1,182 1,116 821 461

Home equity linesofcredit. . ..................... 168 25 400 89 22

Purchased installment . . ............... .. ... ..... — — — — _—

Instalimentloans . . ......... ... .. ... ... . ..... 157 158 150 140 167

Total nonperforming loans. .................... 12,812 6,494 4,921 5,154 1,863

Other foreclosed assets . .. ... ... ... ..c.ovvu. . 1,289 432 420 589 22

Total nonperforming assets .................... $14,101 $6,926 $5,341 $5,743 $1,885

Loans 90 days past due accruing interest............ $ — § — §$§ — % 46 5 45
Allowance for loan losses to nonperforming loans. . . .. 57.0% _102.0% _150.1% 150.0% _357.1%

Provision and Allowance for Loan Losses

The allowance for loan losses is maintained by the Corporation at a level considered by Management to
be adequate to cover probable credit losses inherent in the loan portfolio. The amount of the provision for loan
losses charged to operating expenses is the amount necessary, in the estimation of Management, to maintain the
allowance for loan losses at an adequate level. Management determines the adequacy of the allowance based
upon past experience, changes in portfolio size and mix, relative quality of the loan portfolio and the rate of loan
growth, assessments of current and future economic conditions, and information about specific borrower situations,
including their financial position and collateral values, and other factors, which are subject to change over time.
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While Management’s periodic analysis of the allowance for loan losses may dictate portions of the allowance be
allocated to specific problem loans, the entire amount is available for any loan charge-offs that may occur. Table
14 presents the detailed activity in the allowance for loan losses and related charge-off activity for the five years
ended December 31, 2006.

Table 14: Analysis of Allowance for Loan Losses

Year Ended Pecember 31,
2006 2005 2004 2003 2002
{Dollars in thousands)

Balance at beginning of year ............. $6622 §$ 7386 8§ 7730 §6,653 § 589
Charge-offs:

Commercial ,.............cccoooon... (L,L120) (1,582) (1,619) (L,207) (738)

Real estate mortgage .................. (171) (28) 20 1)) (15)

Home equity lines of credit . ............ (81) (146) (109) (22) —

Purchased installment. .. ........... .. .. (69) (65) — — —

Installment . ......................... (347) (435) (591) (728)  {1,030)

DDAOQOverdrafts . ..................... (240) — — — —

Total charge-offs. .................... (2,028) {(2,256) (2,340) (1,958) (1,783)
Recoveries;

Commercial ......................... 153 75 71 87 163

Real estate mortgage . ................. 9 — — — 1

Home equity lines of credit . ............ — 1 1 — —

Purchased installment. . .. .............. — 3 — —

Installment . ......................... 150 165 176 253 182

DDAOverdrafts...................... 114 — — — —

Total Recoveries ..................... 426 244 248 340 346
Net Charge-offs........... ... .......... (1,602) (2,012) _(2,092) _(1,618) _(1,437)
Provision forloanlosses .. ... ............ 2,280 1,248 1,748 2,695 2,200
Balance atendofyear................... $ 7,300 $ 6622 §$ 738 $ 7730 § 6,653

The allowance for toan losses at December 31, 2006 was $7,300 or 1.16% of outstanding loans, compared to
$6,622 or 1.13% of outstanding loans at December 31, 2005. The allowance for loan losses was 57% and 102% of
nonperforming loans at December 31, 2006 and 2005, respectively.

Net charge-offs for the year ended December 31, 2006 were $1,602, as compared to $2,012 for the year ended
December 31, 2005, Net charge-offs as a percent of average loans in 2006 was .27% , as compared to .34% in 2005.
Net charge-offs in 2006 were at the lowest level since 2002,

Direct deposit account overdrafts were charged to the allowance for loan losses for the first time in 2006 and
accounted for $126 of the net charge-offs in 2006. These charges were previously expensed directly to noninterest
expense. For comparison purposes the net overdraft charge-offs expensed to noninterest expense in 2005 was
831

The provision charged to expense was $2,280 for the year ended December 31, 2006 as compared to $1,248
for the same period 2005. The provision for loan losses for the year ended December 31, 2006 was, in the opinion
of management, adequate when balancing the lower charge-off trends, with the higher level of nonperforming
loans and the level of potential problem loans at December 31, 2006. The resulting allowance for loan losses is,
in the opinion of management, sufficient given its analysis of the information available about the portfolio at
December 31, 2006. Management continues to work toward prompt resolution of nonperforming loan situations
and to adjust underwriting standards as conditions warrant.




Market Risk Management

The Corporation manages market risk through its Asset/Liability Management Committee (“ALCO”} at the
Bank level governed by policies set forth and established by the Board of Directors. This committee assesses
interest rate risk exposure through two primary measures: rate sensitive assets divided by rate sensitive liabilities
and earnings-at-risk simulation of net interest income over the one year planning cycle and the longer term strategic
horizon in order to provide a stable and steadily increasing flow of net interest income.

The difference between a financial institution’s interest rate sensitive assets and interest rate sensitive liabilities
is referred to as the interest rate gap. An institution that has more interest rate sensitive assets than interest rate
sensitive liabilities in a given period is said to be asset sensitive or has a positive gap. This means that if interest
rates rise a corporation’s net interest income may rise and if interest rates fall its net interest income may decline.
If interest sensitive liabilities exceed interest sensitive assets then the opposite impact on net interest income
may occur. The usefulness of the gap measure is limited. It is important to know the gross dollars of assets and
Itabilities that may re-price in various time horizons, but without knowing the frequency and basis of the potential
rate changes the predictive power of the gap measure is limited.

Two more useful tools in managing market risk are earnings-at-risk simulation and economic value of equity
simulation. An earnings-at-risk analysis is a modeling approach that combines the repricing information from gap
analysis, with forecasts of balance sheet growth and changes in future interest rates. The result of this simulation
provides management with a range of possible net interest margin outcomes. Trends that are identified in earnings-
at-risk simulation can help identify product and pricing decisions that can be made currently to assure stable net
interest income performance in the future. At December 31, 2006, a “shock” treatment of the balance sheet, in
which a parallel shift in the yield curve occurs and all rates increase immediately, indicates that in a +200 basis
point shock, net interest income would increase $1,150, or 4.02%, and in a -200 basis point shock, net interest
income would decrease $1,316, or 4.60%. The reason for the lack of symmetry in these results is the implied floors
in many of the Corporation’s core funding which limits their downward adjustment from current offering rates.
This analysis is done to describe a best or worst case scenario. Factors such as non-parallel yield curve shifts,
management pricing changes, customer preferences and other factors are likely to produce different results.

The economic value of equity approach measures the change in the value of the Corporation’s equity as the
value of assets and liabilities on the balance sheet change with interest rates. At December 31, 2006, this analysis
indicated that a +200 basis point change in rates would reduce the value of the Corporation’s equity by 12.86%
while a -200 basis point change in rates would increase the value of the Corporation’s equity by 11.65%.
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Table 15: GAP Analysis;

Earning Assets:
Securities and short-term
investmemts ..........

Interest-bearing liabilities:

Consumer time deposits . .
Money Market deposits . . .
Savings deposits .. ... . ...
Interest-bearing demand
deposits . ...........,
Short-term borrowings. . . .
Long-termdebt. ... .. ..,
Fed Funds, Repos, Other . .
Total interest-bearing
liabilities . ...........

Cumulative interest rate gap

RSA/RSL

At December 31, 2006
Under 3 3to12 After 15
Months Months 1to 3 Years 3-5 Years 5-15 Years Years Total
(Dollars in thousands)

$ 17660 $ 21560 $ 62,367 $ 34578 § 25529 % — $161,694
381,679 32,051 53,691 84,230 76,131 551 628,333
$399339 § 53611 § 116,058 $118,808 $101,660 § 551  $790,027
102,938 190,743 48,654 5,309 — — 347,644
109,775 — —_ —_ — — 109,775
— —_ 80,086 — — — 80,086
— — 88,540 — — — 88,540
3,750 11,250 — — —_ — 15,000
— — 22,006 2,000 80 e 24,086
22,163 —_ — — — — 22,163
$238,626 $201993 $23928 $ 7309 § 80 % — $687,294

$160,715 $ 12,332  $(110,895) § 604 §$102,183 $102,734
167% 103.0% 84.0% 100.0% 115.0% 115.0% —
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
LNB Bancorp, Inc.

We have audited the accompanying consolidated balance sheet of LNB Bancorp, Inc. and subsidiaries (the
Corporation) as of December 31, 2006, and the related consolidated statements of income, shareholders’ equity,
and cash flows for the year then ended. These financial statements are the responsibility of the Corporation’s
management. Our responsibility is to express an opinion on these financial statements based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
(United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether the financial statements are free of material misstatement. An audit includes examining, on a test basis,
evidence supporting the amounts and disclosures in the financial statements. An audit also includes assessing
the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audit provides a reasonable basis for our opinion.

In our opinion, the financial statements referred to above present fairly, in all material respects, the consolidated
financial position of LNB Bancorp, Inc. and subsidiaries as of December 31, 2006, and the consolidated results of
their operations and their cash flows for the year then ended in conformity with U.S. generally accepted accounting
principles.

We also have audited, in accordance with the standards of the Public Company Accounting Oversight
Board (United States), the effectiveness of LNB Bancorp, Inc.’s internal control over financial reporting as of
December 31, 2006, based on criteria established in Internal Control — Integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission, and cur report dated February 23, 2007
expressed an unqualified opinion on management’s assessment of internal control over financial reporting and an
adverse opinion on the effectiveness of internal control over financial reporting.

/s/ Plante Moran PLLC

Auburn Hills, Michigan
February 23, 2007
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

The Board of Directors and Shareholders
LNB Bancorp, Inc.:

We have audited the accompanying consolidated balance sheet of LNB Bancorp, Inc. and subsidiaries
(Company) as of December 31, 2005, and the related consolidated statements of income, shareholders’ equity, and
cash flows for each of the years in the two-year period ended December 31, 2005.. These consolidated financial
statements are the responsibility of the Company’s management. Our responsibility is to express an opinion on
these consolidated financial statements based on our audits.

We conducted our audits in accordance with the standards of the Public Company Accounting Oversight
Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit includes examining, on a
test basis, evidence supporting the amounts and disclosures in the financial statements, An audit also includes
assessing the accounting principles used and significant estimates made by management, as well as evaluating the
overall financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, the consolidated financial statements referred to above present fairly, in all material respects,
the financial position of LNB Bancorp, Inc. and subsidiaries as of December 31, 2005 and the results of their
operations and their cash flows for each of the years in the two-year period ended December 31, 2005 in conformity
with U.S. generally accepted accounting principles.

KPMe LLP

Cleveland, Ohio
March 13, 2006
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CONSOLIDATED BALANCE SHEETS
At December 31,

2006 2005

{Dollars in thousands
except share amounts)

ASSETS
Cashandduefrom Banks .. ... ... . i i i e $ 29,122 3§ 23923
Federal funds sold and short-term investments ................................ — —
Securities:
Available for sale, at fairvalue. . . ... .. ... . 155,810 151,629
Federal Home Loan Bank and Federal Reserve Bank Stock .. .................. 3,248 3,645
Total securities. . ... ... e 159,058 155,274
Loans:
Loans held forsale. ... ....uurnrnn e e e — 2,586
Portfolio loans ....... ... ... . . . . . 628,333 588,425
Allowance forloan losses ... ... ... . i {7,300 (6,622)
Net loans . ..o 621,033 584,389
Bank premises and equipment, net .. ..., ... i 12,599 10,833
Otherreal estate owned. .. ...ttt 1,289 432
Bank owned life insurance . ...........c.o i 14,755 13,935
Goodwill and intangible assets, net. .. ... ... ... .. . 3,157 3,321
Accrued interest receivable. . ... ... 3,939 3,053
Other aSSELS . . . 6,146 5,961
Total ASsets. .. ... ... . ... $851,098 $801,121
LIABILITIES AND SHAREHOLDERS’ EQUITY
Deposits
Demand and other noninterest-bearing . ............ ... ... . ... ... ... ...... $ 91,216 § 87,597
Savings, money market and interest-bearingdemand . . ............ .. ... .. .... 278,401 265,831
Certificates of deposit. . ... ... 347,644 286,788
Total deposits. . .. ... .. e 717,261 640,216
Short-term borrowings .. ... . . e e 22,163 32,616
Federal Home Loan Bank advances ... ....... ... ... i .. 35,086 53,896
Accruedinterestpayable. . ... ... ... .. ... 3,698 2,126
Accrued taxes, expenses and other liabilities. . .................. ... ........ 4,193 3,861
Total Liabilities . .. ... ... ... ... . 782,401 732,715
Shareholders’ Equity
Common stock, par value $t per share, authorized 15,000,000 shares,
issued 6,771,867 shares at December 31,2006 and 2005 .. ................. 6,772 6,772
Preferred Shares, Series A Voting, no par value, autherized 750,000
shares, none issued at December 31, 2006 and 2005.. ... .................. — —
Additional paid-incapital. . ... ... 26,382 26,334
Retained eamnings. .. ... ... 43,728 42,945
Accumulated other comprehensive loss. . ... ... ... ... ... ... . . ..., (2,093) {2,996)
Treasury shares at cost, 328,194 shares at December 31, 2006 and 250,694
shares at December 31,2005 . .. ... . . .. . . (6,092) {4,649)
Total Shareholders’ Equity .. ....... ... ... .. ... ... .. .. ... 68,697 68,406
Total Liabilities and Shareholders’ Equity. . ................................ $851,098 $301,121

See accompanying notes to consolidated financial statements.
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CONSOLIDATED STATEMENTS OF INCOME

Year Ended December 31,

Interest Income
Loans . ... e

U.S. Government agencies and corporations . . .............
State and political subdivisions .........................
Other debt and equity securities . . .. ......... ... ... .. ...,
Federal funds sold and short-term investments . ...............
Total interest iNCOME . . . ... ..ottt annrrnrnenns
Interest Expense
Deposits:
Certificates of deposit, $100andover . ........ ... ... ...
Other deposits. . ..t i i it e
Federal Home Loan Bank advances. . .......................
Short-term borrowings . ... ... .ot
Total interest eXpense ... ... ... .. .ttt i
Net Interest Income . .. ... ... ... .. .. ... ... .. ... ... .......
Provision for Loan Losses. . ................................
Net interest income after provision for loan losses . ............
Noninterest Income
Investment and trust services . . ... ... ... . ... .. ...
Deposit servicecharges .............. oottt
Other service chargesandfees. . ... ... ....................
Mortgage bankingrevenue. ... ... ... . o il
Income from bank owned life insurance . ....................
Other income .. ... ... i it et i
Total feesand otherincome. . .. ... .. . ... ... ... .. ... ... ...,
Securities gains (losses), et .. ... it i i
Gainsonsaleofloans. ............ ... it
Gains (loss) on sale of otherassets,net .. ....................
Total noninterest income . .. ... ... iiiineieennennnn ..
Noninterest Expense
Salaries and employee benefits ............................
Fumniture and equipment ........... ... ..ciiiirenrnrr.ns.
Nt OCCUPANCY . .ttt ittt et et e
Qutside ServICeS . . oo v v et e
Marketing and publicrelations. . . ..................... .. ...
Supplies, postage and freight. .. ........................ ...
Telecommunications. . .. ......... ...t eiiaan.
OhioFranchisetax . ........ .. .. .. ... ... ... ... ... ......
Electronic banking expenses ........ ... ... 00 e,
Loan and Collection Expense. .. ...........................
T B PN, . v\ vt i e ettt e e
Total NONINtEresSt EXPENSE . . ...ttt i ie i e e
Income before income tax expense . . ................ ... .......
IncCome tAX EXPENSE . . .. ...ttt i e i e e
NetIncome ... ... ... . . . i i
Net Income Per Common Share

Average Common Shares Outstanding
Basic. . ... ...l
Diluted . ... e

2006

2005

2004

(Dollars in thousands except share
and per share amounts)

42,800 $ 38145 $ 32,560
5,699 4,487 3,784
464 439 459
202 224 301

77 137 120

49,242 43,432 37,224
6,884 3,937 1,448
11,261 6,976 5,366
1,585 1,862 2,066
905 627 222

20,635 13,402 9,102

28,607 30,030 28,122
2,280 1,248 1,748

26,327 28,782 26,374
2,079 1,940 2,091
4,533 4,219 4,187
1,948 1,895 2,794

— 959 364
739 600 632
215 479 592
9,514 10,002 10,660

— 173 (777)

— 132 181
237 (20) 378

9,751 10,377 10,442

14,894 15,057 12,995
2,984 3,001 2,784
1,905 1,830 1,633
1,609 1,925 1,182
1,279 1,249 1,047
1,236 1,245 1,208
751 1,167 713
817 772 729
618 542 1,257
768 836 642
2,124 2,643 2,100

28,985 30,267 26,290
7,093 8,892 10,526
1,669 2,479 3,051
5424 $ 6413 $ 7475
0.84 $ 097 $ 1.13
0.84 0.97 1.13
0.72 0.72 0.72

6,461,892 6,612,803 6,631,392
6,462,094 6,612,852 6,632,324

See accompanying notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY

Accumulated
Additional Other
Common Paid-In Retained Comprehensive  Treasury
Stock Capital Earnings Income (Loss) Stock Total
(Dollars in thousands except share and per share amounts)
Balance, January 1,2004 .. ......... $ 6,766 § 26,243 § 38,715 $ (704) $(2,885) $68,135
Comprehensive income:
NetIncome.................. 7.475 7.475
Other comprehensive loss, net of tax:
Minimum pension liability . ... .. (67) 67
Change in unrealized gains and
losses on securities .. ....... {526) {526)
Total comprehensive income. ......... 6,882
Issuance of 23,103 shares of Treasury
stock for stock options . . .......... (121) 454 333
Issuance of 460 shares of Treasury stock
for employee benefitplans. ........ 1 1
Common dividends declared,
$72pershare................... 4,777) {4,777)
Balance, December 31,2004 . .. .. .. .. $ 6,766 5§ 26,243 § 41,292 $(1,297)  $(2,430) $70,574
Comprehensive income:
NetIncome.................. 6,413 6,413
Other comprehensive loss, net of tax:
Minimum pension liability . . . . .. (129) (129)
Change in unrealized gains and
losses on securities . ... ... .. (1,570) (1,570)
Total comprehensive income. . ... ..... 4,714
Issuance of common stock under
employment agreement . .......... 6 91 97
Purchase of 125,000 shares of
Treasury Stock. ................. (2,219) (2,219
Common dividends declared,
$72pershare................... (4,760) (4,760)
Balance, December 31,2005 .. ... ..., $ 6772 § 26,334 § 42945 $(2,996)  $(4,649) 368,406
Comprehensive income:
Netlncome .................. 5,424 5,424
Other comprehensive income, net of tax:
Minimum pension liability . . . . .. 47 47
Change in unrealized gains
and losses on securities. . . . .. 856 856
Total comprehensive income. .. ....... 6,327
Share-based comprehensive income . . . . 48 48
Purchase of 77,500 shares of
Treasury Stock.................. (1,443) (1,443)
Common dividends declared,
$72pershare................... (4,641} (4,641)
Balance, December 31,2006......... $ 6,772 $ 26,382 S 43.728 $(2,093) $(6,092) $68,697

See accompanying notes to consolidated financial statements
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CONSOLIDATED STATEMENTS OF CASH FLOWS

Year Ended December 31,

2006 2005 2004
{Dollars in thousands)
Operating Activities
N ICOMIC . . o\ ottt e et et et ettt $ 5424 § 6413 § 7475
Adjustments to reconcile net income to net cash provided by
(used in) operating activities:
Provision forloan losses . ... ... i e e 2,280 1,248 1,748
Depreciation and amortization . .. ...t 1,631 1,776 1,808
Amortization of premiums and discounts .. ........ ... ... . ..l 305 999 1,006
Amortizationof intangibles . . . ........ . oo ool L 164 169 130
Impairment of goodwill . ... ... ... — 311 —
Amortization of deferred loanfees. .. .......................... 73 297 99
Federal deferred income tax expense (benefit) .. ................. (564) 291 183
Issuance of stock under employment agreement . ................. — 97 —
Securities {gains) losses, net........... ... ... .. . . ... (173) 777
Share-based compensation expense, netoftax ................... 48 — —
Net gain from loansales. . ......... .. ... .. . o i it — (132) (181}
Net (gain) loss on sale of otherassets . ... ... ... ... ... ..... (237) 20 (378)
Net decrease in accrued interest receivable and other assets. . ... .. .. (2,875) (1,582) (1,919)
Net decrease (increase) in accrued interest payable,
taxes and other liabilities .. ......... ... ... .. .. .. ... ... 1.846 1,370 (562)
Net cash provided by operating activities. . . ..................... 8.095 11,104 10,186
Investing Activities
Proceeds from maturities of held-to-maturity securities ............ — — 1,330
Proceeds from sales of available-for-sale securities. . .............. — 26,343 34,941
Proceeds from maturities of available-for-sale securitics .. ......... 33,753 4,576 29,537
Purchase of held-to-maturity securities. . .. ..................... — — (16,596)
Purchase of available-for-sale securities . ........... ... .. .. . ... (36,963) (39,198) (48,928)
Purchase of Federal Home Loan Bank Stock . ................... (173) (210) (154)
Sale of Federal Home Loan Bank Stock. . ...................... 570 598 —
Net increase in loans made tocustomers .. .. .........coviinio... 41,519 (23,529) (47,587)
Proceeds from the sale of other real estate owned. . .. ............. 1,487 692 1,185
Purchase of bank premises and equipment ...................... {2.417) (1,191) (2,604)
Proceeds from sale of bank premises and equipment .. ............ 668 55 672
Net cash paid inacquisitions . ......... oot iinenn e — — (350)
Net cash used in investing activities ............................ {44,594) (31,864) (48,554)
Financing Activities. . ...... ... .. ... .. ... .. il
Net increase (decrease) in demand and other noninterest-bearing. . . . . 3,619 (8,683) 9,587
Net increase (decrease) in savings, money market and
interest-bearing demand . . . ......... ... ... ... L. 12,570 (14,338) 2,972
Net increase in certificates of deposit .......................... 60,856 57,694 11,640
Net increase (decrease) in short-tcrm borrowings. . ............... {10,453) 997 16,596
Proceeds fromloansales ... ... oo — 4,574 3,329
Proceeds from Federal Home Loan Bank advances. . .............. 287,000 148,000 104,256
Prepayment of Federal Home Loan Bank advances ............... {305,810) (163,400) (106,500)
Purchase of treasury stock .. ... ... .. .. i {1,443) (2,219) —
Redemption of treasury stock. . .......... ... ... . oLl — — 334
Dividendspaid . .. ... .o s {4,641) (4,760) 477
Net cash provided by financing activities. . .. .................... 41,698 17,865 37.437
Net increase (decrease) in cash and cash equivalents. . ... .......... 5,199 (2,895) (931)
Cash and cash equivalents, January 1....... ... ... .. oo i, 23.923 26,818 27,749
Cash and cash equivalents, December 31 . ... ... .. ... .. ... ... $ 29122 § 23923 § 26818
Supptemental cash flow information. . ..........................
Interestpaid . .. ... i $ 19335 $ 12448 § 9,376
Incometaxespaid ....... .. .. . i 2,768 2,355 2,060
Transfer of loans to other real estateowned. .. ..................... 2,548 704 999
Transfer of held to maturity securities to available forsale ............ — — 19,909

See accompanying notes to consolidated financial statements
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
(Dollars in thousands except per share amounts)

(1) Summary of Significant Accounting Policies

Basis of Presentation

The consolidated financial statements include the accounts of LNB Bancorp, Inc. (the “Corporation™) and
its wholly-owned subsidiary, The Lorain National Bank (the “Bank™). The consolidated financial statements also
include the accounts of North Coast Community Development Corporation which is a wholly-owned subsidiary of
the Bank. All intercompany transactions and balances have been eliminated in consolidation.

During the third quarter of 2006, dissolutions were filed with the Ohio Secretary of State for Charleston
Insurance Agency, Inc., a wholly-owned subsidiary of LNB Bancorp, Inc., Charleston Title Agency, a 49%-owned
subsidiary of LNB Bancorp, Inc., and LNB Mortgage, LL.C, a wholly-owned subsidiary of The Lorain Natjonal
Bank,

Use of Estimates

LNB Bancorp Inc. prepares its financial statements in conformity with U.S. generally accepted accounting
principles (GAAP). As such, GAAP requires the Corporation’s management (“Management”) to make estimates
and assumptions that affect the reported amounts of assets and liabilities, the disclosure of contingent assets and
liabilities at the date of the financial statements, and revenues and expenses during the reporting period. Actual
results could differ from those estimates. Areas involving the use of Management’s estimates and assumptions
include the allowance for loan losses, the realization of deferred tax assets, fair values of certain securities, net
periodic pension expense, and accrued pension costs recognized in the Corporation’s consolidated financial
statements. Estimates that are more susceptible to change in the near term include the allowance for }oan losses
and the fair value of certain securities,

Segment Information

The Corporation’s activities are considered to be a single industry segment for financial reporting purposes.
LNB Bancerp, Inc. is a financial holding company engaged in the business of commercial and retail banking,
investment management and trust services, title insurance, and insurance with operations conducted through
its main office and banking centers located throughout Lorain, eastern Erie and western Cuyahoga counties of
Ohio. This market provides the source for substantiaily all of the Baink’s deposit, loan and trust activities and
title insurance and insurance activities. The majority of the Bank’s income is derived from a diverse base of
commercial, mortgage and retail lending activities and investments.

Statement of Cash Flows

For purposes of reporting in the Consolidated Statements of Cash Flows, cash and cash equivalents include
currency on hand, amounts due from banks, Federal funds sold, and securities purchased under resale agreements.
Generally, Federal funds sold and securities purchased under resale agreements are for one day periods.

Securities

Securities that are bought and held for the sole purpose of selling them in the near term are deemed trading
securities with any related unrealized gains and losses reported in earnings. As of December 31, 2006 and December
31, 2005, LNB Bancorp, Inc, did not hold any trading securities. Securities that the Corporation has a positive
intent and ability to hold to maturity are classified as held to maturity, As of December 31, 2006 and December 31,
2005, LNB Bancorp, Inc. did not hold any held to maturity securities. Securities that are not classified as trading or
held to maturity are classified as available for sale. As of December 31, 2006 and December 31, 2005 all securities
held by the Corporation are classified as available for sale and are carried at their fair value with unrealized gains
and losses, net of tax, included as a component of accumulated other comprehensive income, net of tax. A decline

42




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
{Dollars in thousands except per share amounts)

in the fair value of securities below cost that is deemed other than temporary is charged to earnings, resulting in
establishment of a new cost basis for the security. Interest and dividends on securities, including amortization of
premiums and accretion of discounts using the effective interest method over the period to maturity or call, are
included in interest income.

Federal Reserve Bank (FRB) and Federal Home Loan Bank (FHLB) Stock

These stocks are required investments for institutions that are members of the Federal Reserve and Federal
Home Loan Bank systems. The required investment in the common stock is based on a predetermined formula.
These stocks are recorded at redemption value which approximates fair value.

Loans

Loans are reported at the principal amount outstanding, net of unearned income and premiums and discounts.
Unearned income includes deferred fees, net of deferred direct incremental loan origination costs. Unearned
income is amortized to interest income, over the contractual life of the loan, using the interest method. Deferred
direct loan origination fees and costs are amortized to interest income, over the contractual life of the loan, using
the interest method.

Held for sale loans are carried at the lower of amortized cost or estimated fair value, determined on an
aggregate basis for each type of loan available for sale. Net unrealized losses are recognized by charges to income.
Gains and losses on loan sales (sales proceeds minus carrying value) are recorded in noninterest income.

Loans are generally placed on nonaccrual status when they are 90 days past due for interest or principal or
when the full and timely collection of interest or principal becomes uncertain. When a loan has been placed on
nonaccrual status, the accrued and unpaid interest receivable is reversed against interest income. Generally, a loan
is returned to accrual status when all delinquent interest and principal becomes current under the terms of the loan
agreement and when the collectibility is no longer doubtful.

A loan is impaired when full payment under the original loan terms is not expected. Impairment is evaluated
in total for smaller-balance loans of similar nature such as real estate mortgages and installment loans, and on
an individual loan basis for commercial loans that are graded substandard. Factors considered by Management
in determining impairment include payment status, collateral value, and the probability of collecting scheduled
principal and interest payments when due. Loans that experience insignificant payment delays and payment
shortfalls generally are not classified as impaired. Management determines the significance of payment delays and
payment shortfalls on a case-by-case basis. If a loan is impaired, a portion of the allowance may be allocated so
that the loan is reported, net, at the present value of estimated future cash flows using the loan’s existing rate or at
the fair value of collateral if repayment is expected solely from the collateral.

Allowance for Loan Losses

The allowance for loan losses is Management’s estimate of credit losses inherent in the loan portfolio at
the balance sheet date. Management’s determination of the allowance, and the resulting provision, is based on
judgments and assumptions, including general cconomic conditions, loan portfolio composition, loan loss
experience, Managemenl’s evaluation of credit risk relating to pools of loan and individual borrowers, sensitivity
analysis and expected loss models, value of underlying collateral, and observations of internal loan review staff or
banking regulators.

The provision for loan losses is determined based on Management’s evaluation of the loan portfolio and the
adequacy of the allowance for loan losses under current economic conditions and such other factors which, in
Management’s judgment, deserve current recognition. In addition, various regulatory agencies, as an integral part
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
{Dollars in thousands except per share amounts)

of their examination process, periodically review the Corporation’s allowance for loan losses. Such agencies may
require the Corporation to recognize additions to the allowance for loan losses based on their judgments about
information available to them at the time of their examinations.

Bank Premises and Equipment

Bank premises and equipment are stated at cost less accumulated depreciation and amortization. Depreciation
and amortization are computed generally on the straight-line method over the estimated useful lives of the assets.
Upon the sale or other disposition of assets, the cost and related accumulated depreciation are retired and the
resulting gain or loss is recognized. Maintenance and repairs are charged to expense as incurred, while renewals
and improvements are capitalized. Software costs related to externally developed systems are capitalized at cost
less accumulated amortization. Amortization is computed on the straight-line method over the estimated useful
life.

Goodwill and Core Deposit Intangibles

Intangible assets arise from acquisitions and include goodwilt and core deposit intangibles, Goodwill is the
excess of purchase price over the fair value of identified net assets in acquisitions. Core deposit intangibles represent
the value of depositor relationships purchased. The Corporation follows Statement of Financial Accounting
Standards (SFAS) No. 142, “Goodwill and Other Intangible Assets” and SFAS No. 147 “Acquisitions of Certain
Financial Institutions”. Goodwill is tested at least annually for impairment.

Core deposit intangible assets are amortized using the straight-line method over ten years and are subject to
annual impairment testing.

Other Real Estate Owned

Other real estate owned (OREQ) represent properties acquired through customer loan default. Real estate and
other tangible assets acquired through foreclosure are carried as OREO on the Consolidated Balance Sheet at fair
value, net of estimated costs to sell, not to exceed the cost of property acquired through foreclosure.

Investment and Trust Services Assets and Income

Property held by the Corporation in fiduciary or agency capacity for its customers is not included in the
Corporation’s financial statements as such items are not assets of the Corporation. Income from the Investment
and Trust Services Division is reported on an accrual basis.

Income Taxes

The Corporation and its wholly-owned subsidiaries file a consolidated Federal income tax return. Deferred
tax assets and liabilities are recognized for the future tax consequences attributable to differences between the
financial statement carrying amounts of existing assets and liabilities and their respective tax bases. Deferred
tax assets and liabilities are measured using enacted tax rates expected to apply to taxable income in the years
in which those temporary differences are expected to be removed or settled. The effect on deferred tax assets
and liabilities of a change in tax rates is recognized in income in the period that includes the enactment date. A
valuation allowance is recorded when necessary to reduce deferred tax assets to amounts which are deemed more
likely than not to be realized.

Comprehensive fncome

The Corporation displays the accumulated balance of other comprehensive income as a separate component
of shareholders’ equity.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(Deollars in thousands except per share amounts)

Stock-Based Compensation

A broad based stock option incentive plan, the 2006 Stock Incentive Plan, was adopted by the Corporation’s
shareholders on April 18, 2006. No awards are currently cutstanding under the plan; however, at December 31,
2006 and December 31, 2005 the Corporation did have stock option agreements with two individuals outside of
the 2006 Stock Incentive Plan. The Corporation also issued Stock Appreciation Rights (SAR’s) on January 20,
2006 to cight employees. SFAS No. 123R has been adopted for the accounting and disclosure of the stock option
agreements and the SAR’s.

Common stock issued in 2005 under an employment agreement was charged to expense at the fair value of
the common stock issued.

(2) Earnings Per Share

Basic earnings per share are computed by dividing income available to common shareholders by the weighted
average number of shares outstanding during the year. Diluted carnings per share is computed based on the
weighted average number of shares outstanding plus the effects of dilutive stock options outstanding during the
year. Basic and diluied earnings per share are calculated as follows:

Year Ended December 31,
2006 2005 2004
{Dollars in thousands except per share amounts)

Weighted average shares outstanding used in

Basic Earningsper Share . .. ...................... 6,461,892 6,612,803 6,631,392
Dilutive effect of incentive stock options. . . ............. 202 49 932
Weighted average shares outstanding used in

Diluted Earnings PerShare ....................... 6,462,094 6,612,852 6,632,324
NetIncome . ...t e et by 5424 % 0413 § 7,475
Basic Earnings PerShare............................ ] 0.84 S 097 % 1.13
Diluted Earnings Per Share .......................... $ 084 § 097 § 1.13

(3) Cash and Due from Banks

Federal Reserve Board regulations require the Bank to maintain reserve balances on deposits with the Federal
Reserve Bank of Cleveland, The average required reserve balance was $12,834 and $13,116 during 2006 and 2005.
The required ending reserve balance was $12,692 on December 31, 2006 and $12,619 on December 31, 2005,

(4) Goodwill and Intangible Assets

The Corporation assesses goodwill for impairment annually and more frequently in certain circumstances.
Goodwill was assessed at a reporting unit level by applying a fair-value based test using discounted estimated
future net cash flows. During 2005 it was determined that goodwill relating to LNB Mortgage, LL.C had been
impaired and all goodwill relating to this entity in the amount of $311 was written off.

The Corporation recorded core deposit intangibles in 1997, related to the acquisition of three branch offices
from another bank. These core deposit intangibles are tested annually for impairment.
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Core deposit intangibles are amortized over their estimated useful life of 10 years in accordance with SFAS
No. 142. A summary of core deposit intangible assets follows:

At December 31,
2006 2005
(Dollars in
thousands)
Core depositintangibles. . ... ... .. . e e $1,287 $1,288
Less: accumulated amortization .. ... .. ... . .. . ... . ..., 1,208 1,095
Carrying value of core deposit intangibles. . . . .. § 79 § 193

The following intangible assets are included in the accompanying consolidated financial statements and are
summarized as follows at December 31, 2006 and December 31, 2005 net of accumulated amortization:

2006 2005

{Dollars in
thousands)

Goodwill. . ... $2,827 82,827
Mortgage servicing rights ... ... .. ... . . e 251 301
Core deposit intangibles assets. . . ... ... . i e 79 193
Total goodwill and intangible assets $3,157 §$3,321

Amortization expense for intangible assets was $164, $169 and $130 for the years ended December 31, 2008,
2005 and 2004, respectively. The following table shows the estimated future amortization expense for amortizable
intangible assets based on existing asset balances and the interest rate environment as of December 31, 2006. The
Company’s actual amortization expense in any given period may be significantly different from the estimated
amounts depending upon the addition of new intangible assets, changes in mortgage interest rates, prepayment
rates and market conditions.

Core Deposits Mortgage

Intangibles Servicing Rights Total
2007 e $79 $43 $122
2008 L. e — 39 39
2009 L — 36 36
2000, . .. — 34 34
) — 31 31
2012andbeyond., . ..., .. ... — 68 68
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(5) Securities

The amortized cost, gross unrcalized gains and losses and fair values of securities at December 31, 2006 and

2005 follows:

Securities available for sale:
U.S. Government agencies and corporations
State and political subdivisions
Equity securities
Total Securities

Securities available for sale:
U.S. Government agencies and corporations
State and political subdivisions
Equity securities
Total Securities

At December 31, 2006

Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(Dollars in thousands)
$146,632  $ 25 $(2,736) $143,921

11,494 308 (35) 11,767
52 70 — 122
$158,178 $403 $(2,771) $155,810
At December 31, 2005
Amortized Unrealized Unrealized Fair
Cost Gains Losses Value
(Dollars in thousands)
$146,010 $ 8 $(3,965) $142,053
9,231 249 (24) 9,456
52 68 — 120
$155,293 $325 $(3,989) $151,629

The amortized cost, fair value and weighted average yield of debt securities by contractual maturity date at

December 31, 2006 follows:

At December 31, 2006

Weighted
Within 1to S5to After Average
1 Year 5 Years 10 Years 1) Years Total Yield
(Dollars in thousands)
U.S. Government agencies and corporations. ...  $17,534 $86,342 $36,138 § 6,618 $146,632 4.06 %
State and political subdivisions . ............. 193 1,285 3,351 6,665 11,494 6.53
Equity securities. ......................... 52 —_— — — 52 5.26
Amortizedcost .. ........ ... ... ... ... ... 317,779 §$87,627 $39489 $13,283 §158,178 4.27 %
FairValue .............. .. ... .. ... ...... $20,933 $85,980 $38,742 $13.403 5159058 4.34 %

Realized gains and losses related to securities available for sale for each of the three years ended December

31 follows:

Gross realized gains
Gross realized losses
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Other than temporary impairmentlosses. .. ........................
Net Securities Gains (Losses). . ... i i,
Proceeds from the sale of available for sale securities, . ...............

2006 2005 2004
{Dollars in thousands)

$ — % 202 3% 395
— @ (14)
— —  (1,158)

$ — $ 173 8 (77D

§  — 326343 334941




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS - (Continued)
(Dollars in thousands except per share amounts})

U.S. Government agencies and corporations include callable and bullet agency issues and agency-backed
mortgage backed securities. The maturity of mortgage backed securities is shown based on contractual maturity
of the security although repayments occur each year. The carrying value of securities pledged to secure trust
deposits, public deposits, line of credit, and for other purposes required by law amounted to $125,947 and $136,143
at December 31, 2006 and 2005, respectively. The fair value of securities is based on quoted market prices, where
available. If quoted market prices are not available, fair value is estimated using the quoted market prices of
comparable instruments. In 2004, the Corporation reclassified all held to maturity securities to available for
sale. This transfer was made recognizing that the primary purpose of the securities portfolio is liquidity, The
Corporation does not anticipate classifying any securities as held to maturity in the future. The securities portfolio
contained $448 and $490 in non-rated securities of state and political subdivisions at December 31, 2006 and 2005,
respectively. Based upon yield, term to maturity and market risk, the fair value of these securities was estimated
to be $444 and $490 at December 31, 2006 and 2005, respectively. This portfolio of non-rated securities are short-
term debt issues of two (2) local political subdivisions. Management reviewed these non-rated securities and has
determined that there was no other than temporary impairment to their value at December 31, 2006 and 2005,

At December 31, 2004, the Corporation recorded a $1,158 pre-tax charge to earnings to recognize other than
temporary impairment of the Corporation’s investment in FNMA and FHLMC preferred securities which were
subsequently sold in 2005. Management has reviewed the securities portfolio and has determined that there is no
other than temporary impairment to their value as of December 31, 2006.

The following is a summary of securities that had unrealized losses at December 31, 2006. The information
is presented for securities that have been in an unrealized loss position for less than 12 months and for more than
12 months. There are temporary reasons why securities may be valued at less than amortized cost. Temporary
reasons are that the current levels of interest rates as compared to the coupons on the securities held by the
Corporation are higher and impairment is not due to credit deterioration. The Corporation has the ability to
hold these securities until their value recovers. At December 31, 2006, the total unrealized losses of $2,771 were
temporary in nature and due to the current level of interest rates.

At December 31, 2006

Less than 12 months 12 months or longer Total
Fair Unrealized Unrealized Unrealized
Value Losses Fair Value Losses Fair Value Losses

(Deollars in thousands)
U.S. Government agencies and

corporations ................. $17370  $(163) $126,551 $(2,573) $143,921 $(2,736)
State and political subdivisions 193 — 11,574 (35) 11,767 (35)
Total ... ... . $17,563  $(163) $138,125 $(2,608) $155688 $(2,771)

At December 31, 2005

Less than 12 months 12 months or longer Total
Fair Unrealized Unrealized Unrealized
Value Losses Fair Value Losses Fair Value Losses

(Dollars in thousands)
U.S. Government agencies and

corporations ................. $29,873  $(451)  $107,153 $(3,514y $137,026 $(3,965)
State and political subdivisions — — 1,170 24) 1,170 (24)
Total ... .o $20,873  $(451) $108,323 3$(3,538) $138,196 §(3.,989)

48




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(Dollars in thousands except per share amounts)

(6) Transactions with Related Parties

The Corporation, through its subsidiary Bank, makes loans to its officers, directors and their affiliates.
These loans are made on substantially the same terms and conditions as transactions with non-related parties, A
comparisen of leans outstanding to related parties follows:

At December 31,

2006 2005
(Dollars in thousands)
Amount atbeginningofyear. .......... ... .. ... ... . . .. $24.801 $22,399
Additions {deductions)
New Loans . .. ..o e 6,201 4,616
Repayments ... ... ... e 6,177) (4,361)
Changes in directors and officers and /or affiliations, net . ........ ... — 2,147
Amountatendofyear......... ... .. .. .. $24,825 $24,801

The Corporation, through its subsidiary Bank, maintains deposits accounts for officers, directors and their
affiliates. These deposits are made on substantially the same terms and conditions as transactions with non-related
parties. The balances of deposit accounts for related parties at December 31, 2006 follows:

Number of Balance at
Accounts December 31, 2006
{Dollars in thousands)
Savingsdeposits ... ... ... . . ol 21 $ 57
Consumer timedeposits.. . ........... .. iiieinnienn..n 14 160
Demand deposits. . ....... ... i 41 1,167

(7} Loans and Allowance for Loan Losses
Loan balances at December 31, 2006 and December 31, 2005 are summarized as follows:

At December 31,
2006 2005
{Dollars in thousands)

Real estate loans (includes loans secured primarily by real estate only):

Construction and land development. . .. ......................... $105,633 $ 169,007

One to four family residential ................................. 190,884 164,671

Multi-family residential . .. ....... ... ... oo oL 21,754 4,676

Non-farm non-residential properties .. .......................... 195,547 117,090
Commercial and industrial loans . ................. ... ........... 40,820 63,834
Personal loans to individuals:

Auto, single payment and installment ........................... 65,780 71,132
Allother loans . . ... ...t e 7,915 601
Total loams . .. ... 628,333 591,011

Allowance forloanlosses ................ ..o, (7,300) {6,622)
Netloans .. ... e $621,033 $584,389
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Activity in the allowance for loan losses for 2006, 2005 and 2004 is summarized as follows:

Year Ended December 31,

2006 2005 2004
(Dollars in thousands)
Balance at the beginningofyear . ......................... $ 6,622 $ 7,386 $ 7,730
Provision for loanlosses. .. ..., ... o e 2,280 1,248 1,748
Loans charged-off. . .......... ... .. . .. . . (2,028) (2,256) (2,340)
Recoveries on loans previously charged-off ......_.......... 426 244 248
Balance attheend oftheyear. ........ ... ... ... oo in.. § 7.300 $ 6,622 $ 7,386

In 2005, substandard loans totaling $5.7 million were sold. As a result, loans charged-off in 2005 include
$1.173 from the sale of these loans.

Information regarding impaired loans is as follows:

At December 31,
2006 2005 2004

(Dollars in thousands)

Year-end impaired loans with allowance for loan losses specifically

allocated . ... e $14.777  $6,494  $6,030
Amount of allowance specifically allocated to impaired loans, . ... ... 1,115 356 1,865
Average of impaired loans during the year ....................... 8,149 9,961 7,077
Interest income recognized during impairment. ................... 134 174 300
Nonaccrual loansatyearend. . ....... ... ... ... .o, 12,812 6,494 4,921

(8) Bank Premiscs, Equipment and Leases
Bank premises and equipment are summarized as follows:

At December 31

2006 2005

(Dollars in thousands)
Land . .o e e e i $ 2,662 § 2322
Buildings. . . ..o s 11,672 10,848
Equipment. .. ... i 12,785 11,656
Purchased software. . . ... ... i e 3,548 2,938
Leaschold improvements .. ... ... .. . ... .. 948 865
Total cost. . .. e $31,615 $28,629
Less: accumulated depreciation and amortization. . ........ ... .. ... ...... 19,016 17,796
Net bank premises and equipment . . ... ... ... it i i i $12,599 $10,833

Depreciation of Bank premises and equipment charged to noninterest expense amounted to $1,389 in 2006,
$1,503 in 2005 and 81,460 in 2004. Amortization of purchased software charged to noninterest expense amounted
to $242 in 2006, $273 in 2005 and $348 in 2004.
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At December 31, 2006, the Bank was obligated to pay rental commitments under noncancelable operating
leases on certain Bank premises and equipment as follows:

Amount

(Dollars in

thousands)
2007 e $1,065
2008 L e, 952
2000 L 713
2000, L e 563
7 379
2012 and thereafter. . . ... .. ... 1,416
Total $5,088

Rentals paid under leases on Corporation premises and equipment amounted to $879 in 2006, $663 in 2005
and $378 in 2004.

(9 Deposits
Deposit balances at December 31, 2006 and December 31, 2005 are summarized as follows:

At December 31,

2006 2005
(Dollars in thousands)
Demand and other noninterest-bearing . ............. ... ... ... ...... $ 91,216 § 87,597
Interestchecking. ....... .. o 88,541 77,297
VLIS L L ottt 80,086 93,906
Money market acCounts . . ............... .. 109,774 94 628
Consumer time deposits. .. ...ttt 225,947 199,190
Publictimedeposits . ............ ... . ... . . 56,604 32,332
Brokered time deposits. .. ........ . 65,093 55,266
Total deposits . .. ... e $717,261 $640,216

The aggregate amount of certificates of deposit in denominations of $100,000 or more amounted to $161,655
and $124,626 at December 31, 2006 and 2005, respectively. Brokered time deposits totaling $65,093 and $55,266
at December 31, 2006 and 2005, respectively, are included in these totals.

The maturity distribution of certificates of deposit as of December 31, 2006 follows:

After
Within 12 After 12 months but After 36 months but 5
months within 36 months within 60 months years Total
(Dollars in thousands)
Consumer time deposits. .. ...... $183,226 $37,319 $5,402 $225,947
Public time deposits .. .......... 54,054 2,550 — — 56,604
Brokered time deposits. ......... 54,266 10,827 — = 65,093
Total time deposits .. ........... $291,546 $50,696 $5,402 $__i $347,644
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(10) Short-Term Borrowings

The Corporation has a line of credit for advances and discounts with the Federal Reserve Bank of Cleveland.
The amount of this line of credit varies on a monthly basis. The line is equal to 85% of the balances of qualified home
equity lines of credit that are pledged as collateral. At December 31, 2006, the Bank had pledged approximately
$7,965 in qualifying home equity lines of credit, resulting in an available lin¢ of credit of approximately $6,770.
No amounts were outstanding at December 31, 2006 or December 31, 2005.

Short-term borrowings include securities sold under repurchase agreements and Federal funds purchased
from correspondent banks. The table below presents information for short-term borrowings for the three years
ended December 31, 2006.

Year ended December 31

2006 2005 2004
(Dollars in thousands)

Sccurities sold under repurchase agreements
Period End:

Outstanding .. .......cooiiiiiiiiiiiii s $20,663 $16,116 $11,619

INteTest FALE. .. .ttt i i e 4.17% 3.90% 2.23%
Average:

Qutstanding ........ ... ..o $16,889 $13,960 $14,749

Interest rate. . . ... et e 4.03% 2.81% 1.39%
Maximum month-end balance. . .. ............. . .. .... $21,959 $19,198 $18,997
Federal funds purchased
Period End:

Outstanding .. ..ot $ 1,500 $16,500 $20,000

Interestrate. ... ... . e 5.50% 4.45% 2.44%
Average:

Outstanding .. ..., e $ 3,870 $ 5921 $ 3,264

InterestIate. . . ..ot i e e e e 5.53% 3.81% 1.48%
Maximum month-end balance. . ....................... $10,800 $30,000 $20,000
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(i1) Federal Home Loan Bank Advances

Federal Home Loan Bank advances amounted to $35,086 and $53,896 at December 31, 2006 and December
31, 2005 respectively. All advances are bullet maturities with no call features. At December 31, 2006, collateral
pledged for FHLB advances consisted of qualified real estate mortgage loans, home equity lines of credit and
investment sceuritics of $98,574, $40,454 and $1,000 respectively. The maximum borrowing capacity of the Bank
at December 31, 2006 was $79,474 with unused collateral borrowing capacity of $44,388. The Bank maintains a
$40,000 cash management line of credit (CMA) with the FHLB. The following table presents the activity on this
line of credit for the three years ended December 31, 2006,

Year Ended December 31,
2006 2005 2004
(Dollars in thousands)

Cash management advances (CMA) from the Federal
Home Loan Bank (FHLB)

Period End:
Oustanding . ...... ... ... ... ... . .. .. ... .. 5 — 5 — 2 —
Interestrate, . . ... .o e 0.00% 0.00% 0.00%
Average:
Outstanding . ........... ... ... ... vviiuan.. $14,645 $12,125 $£10,961
IRtErESt ratE. . ... i i e 5.39% 2.93% 1.16%

Maturities of FHLB advances outstanding at December 31, 2006 and 2005 are as follows:

2006 2005

{Deollars in thousands)

FHLB advance - 4.27%, paid in2006. ... ... ... ... .. ... ... .covun.... $ — $12,80!
FHLB advance -4.92%, paid in2006. . .. ... .. . . i, — 1,000
FHLB advance - 2.70%, paid in2006. . .. .......... . ... ... .. ... ... - 10,000
FHLB advance - 2.95%, due January 30,2007. . ............. .. ... ...... 10,000 10,000
FHLB advance - 3.55%, due¢ November 21,2007 . .. ...................... 5,000 5,000
FHLB advance - 3.33%, due February 8,2008. . ... ...... .. ... ... ...... 5,000 5,000
FHLB advance - 4.99% due November 28,2008 . .. ... ... ... ... . ..., 5,000 —
FHLB advance - 3.36%, due March 27,2005 . ... ............. .. .. ... .... 10,000 10,000
FHLB advance - 3.55%, du¢ January 1,2014 . .. ... .. .. ... ... .......... 86 95
Total FHLB advances. . ... ... .. .. . e $35,086 $53,896

(12) Income Taxes
The provision for income taxes consists of the following:

Year Ended December 31,
2006 2005 2004
(Dollars in thousands)

Income Taxes:

Federal current eXpense . ... ..ottt e e $2,233 $2,188 52,868
Federal deferred expense (benefit). .. ... ................... .. (564) 291 183
Stateand city eXpense .. ... i i — — —
Total Income Taxes .. ... .ottt e ee e $1,669 $2,47 $3,051
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The following presents a reconciliation of income taxes as shown on the Consolidated Statements of Income
with that which would be computed by applying the statutory Federal tax rate of 34% to income before taxes in
2006 and 2005, and 35% to income before income taxes in 2004.

Year Ended December 31,
2006 2005 2004
{Dollars in thousands)
Computed “expected” tax eXpense ... ......oienernnn .. $2,412 $3,023 $3,685
Increase (reduction) in income taxes resulting from:
Tax exempt interest on obligations of state and political
SUBIVISIONS. . . ...t e (181) (136) (152)
Tax exempt interest on bank owned life insurance. . ......... (251) (204) (215)
Newmarketstax credit, . ... ... ... i iiinnan. (401) (276) (225)
Other, mE ... .. . e o0 72 (42)
Total Income TaXes . ... vttt e $1,669 $2.479 $3.051

Net deferred Federal tax assets are included in other assets on the consolidated Balance Sheets. Management
believes that it is more likely than not that the deferred Federal tax assets will be realized. At December 31, 2006
and 2005 there was no valuation allowance required. The tax effects of temporary differences that give rise to
significant portions of the deferred Federal tax assets and deferred Federal tax liabilities are presented below.

At December 31
2006 2005
(Dollars in thousands)

Deferrcd Federal tax assets:

Allowance for loan losses ... ..ttt e $2,482 $ 2,251
Deferred compensation . ... ...ttt iie it e 470 544
Minimum pension liability. . ............ ... o 273 297
Equity based compensation .. ... ... . i 32 —
Unrealized loss on securities available forsale . ..................... .. 805 1,246
Other, net . . ... e 50 9
Total deferred Federal tax assets. . ... . it i i eie e $4,112 $ 4347
Deferred Federal tax liabilities:
Bank premises and equipment depreciation. . ............. ... ... $Q175 § (320)
FHLB stock dividends . ......... .. .. ... i {177 (440)
Intangible asset amortization . . .. ... .. ... ... . i i (215) (125)
Accruedloan feesand costs . . ... ... . i e (166) (181)
Deferred charges. . . ... ... i 94) 93
Prepaid pension . ... ... i i e e (133) (136)
Total deferred Federal tax liabilities . ... ........... ... .. . .. .. i ivuan.. (960) (1,295)
Net deferred Federal tax assets . ... ... ... it $3,152 $ 3,052
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(13) Shareholders’ Equity

Preferred Stock

The Corporation is authorized to issue up to 1,000,000 shares of Voting Preferred Stock, no par value. As
of December 31, 2006 and 2005, no such stock had been issued. The Board of Directors of the Corporation is
authorized to provide for the issuance of one or more series of Voting Preferred Stock and establish the dividend
rate, dividend dates, whether dividends are cumulative, liquidation prices, redemption rights and prices, sinking
fund requirements, conversion rights, and restrictions on the issuance of any series of Voting Preferred Stock. The
Voting Preferred Stock may be issued with conversion rights to common stock and may rank prior to the common
stock in dividends, liquidation preferences, or both. The Corporation has authorized 750,000 Series A Voting
Preferred Shares none of which have been issued.

Common Stock

The Corporation is authorized to issue up to 15,000,000 shares of common stock. Common shares outstanding
were 6,443,673 and 6,521,173 at December 31, 2006 and December 31, 20605, respectively.

Common Stock Repurchase Plan and Treasury Stock

On July 28, 2005, the Board of Directors authorized the repurchase of up to 5% of the outstanding shares of the
common stock of the Corporation, or approximately 332,000 shares. The repurchased shares will be used primarily
for qualified employece benefit plans, incentive stock option plans, stock dividends and other corporate purposes.
At December 31, 2006 and December 31, 2005, LNB Bancorp, Inc. held 328,194 shares and 250,694 shares of
commeon stock as Treasury Stock under this plan at a total cost of $6,092 and $4,649 respectively.

Shareholder Rights Plan

On October 24, 2000, the Board of Dircctors of LNB Bancorp, Inc. adopted a Sharcholder Rights Plan which
was amended as of May 17, 2006. The rights plan is dcsigned to prevent a potential acquirer from exceeding a
prescribed ownership level in LNB Bancorp, Inc., other than in the context of a negotiated acquisition involving the
Board of Directors. If the prescribed level is exceeded, the rights become exercisable and, following a limited period
for the Board of Dircctors to redeem the rights, allow sharcholders, other than the potential acquirer that triggered
the exercise of the rights, to purchase Preferred Share Units of the Corporation having characteristics comparable
to the Corporation’s Common Shares, at 50% of market value. This would dilute the potential acquirer’s ownership
level and voting power, making an acquisition of the Corporation without prior Board approval prohibitively
expensive.

The Shareholder Rights Plan provided for the distribution of one Preferred Share Purchase Right as a dividend
on each outstanding LNB Bancorp, Inc. Common Share held as of the close of business on November 6, 2000,
One Preferred Share Purchase Right will also be distributed for each Common Share issued after November 6,
2000. Each right entitles the registered holder to purchase from LNB Bancorp, Inc. Units of a new series of
Voting Preferred Shares, no par value, at 50% of market value, if a person or group acquires 15% or more of
LNB Bancorp, Inc’s Common Shares. Each Unit of the new Preferred Shares has terms designed to make it the
economic equivalent of one Common share.

LNBB Direct Stock Purchase and Dividend Reinvestment Plan

The Board of Directors adopted the LNBB Direct Stock Purchase and Dividend Reinvestment Plan (the Plan)
effective June 2001, replacing the former LNB Bancorp, Inc. Dividend Reinvestment Plan. The Plan authorized the
sale of 500,000 shares of the Corporation’s commeon shares to shareholders who choose to invest all or a portion
of their cash dividends plus additional cash payments for LNB Bancorp, Inc. common stock. The Corporation
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did not issue shares pursuant to the Plan in 2006 and no shares were purchased in the open market at the current
market price. Similarly, the Corporation did not issue shares pursuant to the Plan in 2005 while 12,538 shares were
purchased in the open market at the current market price.

Dividend Restrictions

Dividends paid by the Bank are the primary source of funds available to the Corporation for payment of
dividends to shareholders and for other working capital needs. The payment of dividends by the Bank to the
Corporation is subject to restrictions by the Office of the Comptroller of Currency. These restrictions generally
limit dividends to the current and prior two years’ retained earnings. At December 31, 2006, approximately $5,523
of the Bank’s retained earnings was available for dividends to the Corporation. In addition to these restrictions, as
a practical matter, dividend payments cannot reduce regulatory capital levels below the Corporation’s regulatory
capital requirements and minimum regulatory guidelines. These restrictions do not presently limit the Corporation
from paying normal dividends.

(14) Regulatory Capital

The Corporation and the Bank are subject to risk-based capital guidelines issued by the Board of Governors
of the Federal Reserve Board and the Office of Comptroller of Currency. These guidelines are used to evaluate
capital adequacy and include required minimums as discussed below. The Corporation and the Bank are subject
to an array of banking, Federal Deposit Insurance Corporation, U.S. Federal, including the FDIC Improvement
Act. The FDIC Improvement Act established five capital categories ranging from “well capitalized” to “critically
undercapitalized.” These five capital categories are used by the Federal Deposit Insurance Corporation to determine
prompt corrective action and an institution’s semi-annual FDIC deposit insurance premium assessments.

Capital adequacy guidelines and prompt corrective action regulations involve quantitative measures of assets,
liabilities, and certain off-balance sheet items calculated under regulatory accounting practices. Capital amounts
and classifications are also subject to qualitative judgments by regulators about components, risk weightings,
and other factors and the regulators can lower classifications in certain cases. Failure to meet various capital
requirements can initiate regulatory action that could have a direct material effect on the consolidated financial
statements.

The prompt corrective action regulations provide for five categories which in declining order are: “well
capitalized,” “adequately capitalized,” “undercapitalized,” “‘significantly undercapitalized,” and “critically under-
capitalized.” To be considered “well capitalized”, an institution must generally have a leverage capital ratio of at
least five percent, a Tier [ risk-based capital ratio of at least six percent, and a total risk-based capital ratio of at
least ten percent.

Total capital (Tier 1 and Tier 2) amounted to $74,629 at December 31, 2006, representing 10.56% of net
risk-adjusted assets and $74,975 and 11.39%, respectively, at December 31, 2005. Tier 1 capital of $67,329 at
Drecember 31, 2006 represented 9.53% of risk weighted assets, and $68,353 and 10.38% at December 31, 2005.
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At December 31, 2006 and 2005, the capital ratios for the Corporation and its wholly-owned subsidiary, The
Lorain National Bank, exceeded the ratios required to be “well capitalized.” The “well capitalized” status affords
the Bank the ability to operate with the greatest flexibility under current laws and regulations. The Comptroller of
the Currency’s most recent notification categorized the Bank as “well capitalized” under the regulatory framework
for prompt corrective action. There are no conditions or events since that notification that Management believes
have changed the Bank’s category. Analysis of The Lorain National Bank and LNB Bancorp, Inc.’s Regulatory
Capital and Regulatory Capital Requirements follows:

December 31 2006 December 31 2005
Amount Ratio Amount Ratio
(Dollars in thousands)

Total capital (risk weighted)

Comsolidated. ............................... $74,629 10.56% $74975 11.39%

Bank..... ... ... .., 74,568 10.55 74,259  11.28
Tier 1 capital (risk weighted)

Consolidated. . .............................. 67,329 9.53 68,353  10.38

Bank...... ... . . .., 63,293 8.95 63,637 9.67
Tier 1 capital (average assets)

Consolidated. .. ............................. 67,329 8.07 68,353 8.57

Bank.......... ... . ... . 0 63,293 7.73 63,637 7.84
Well Capitalized:
Total capital (risk weighted)

Consolidated. .. ............................. $70,685 10.00%  $65,830 10.00%

Bank........ ... ., 70,682 10.00 65,828  10.00
Tier 1 capital (risk weighted)

Consolidated. ............ .. ... ..., 42,411 6.00 39,498 6.00

Bank..... ... ... 42,409 6.00 39,497 6.00
Tier 1 capital (average assets) -

Consolidated. . .. ............................ 41,694 5.00 39,900 5.00

Bank. .. .. . 40,914 5.00 40,582 5.00

Minimum Required:
Total capital (risk weighted)

Consolidated. .. ............................. $56,548 8.00% 52,664 8.00%

Bank..... ... .. 56,786 8.00 52,662 8.00
Tier 1 capital (risk weighted)

Consolidated. .. ............................. 28,274 4.00 26,332 4.00

Bank....... ... ... 28,273 4.00 26,331 4.00
Tier 1 capital (average assets)

Consolidated. . .............................. 33,355 4,00 31,920 4.00

Bank.... ... ... . 32,731 4.00 32,465 4.00
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(15) Parent Company Financial Information

LNB Bancorp, Inc.’s (parent company only) condensed balance sheets as of December 31, 2006 and 2005, and
the condensed statements of income and cash flows for the years ended December 31, 2006, 2005 and 2004 are as
follows:

Year ended December 31,
Condensed Balance Sheets 2006 2005
‘ (Dollars in thousands)

Assets:

Cash e $ 28 £ 568
Short-term INVESIMENLS . . . . ... ... it et e s — —
Investment in The Lorain National Bank ... ....... .. ... .. ... .. ... 64,637 63,690
Investment in Charleston Insurance, Inc.. .. ... ... i, — 127
Other INVESHNIENTS. « .« .\ ottt e e 7 7
Note receivable - The Lorain National Bank . . ......... ... .. oot t. 4,000 4,000
T B850, .« o ottt et e e e e e 45 34
TOtal ASSEES . . o vt ottt e e e e $68,717 $68.426
Liabilities and Shareholder’s Equity

Other Habilitaes . . ..o i e e e e $ 20 $ 20
Shareholders’ equity. .. ... ... o 68,697 68,406
Total Liabilities and Shareholders’ Equity .. ... .................... $68,717 $68,426

Year ended December 31,
Condensed Statements of Income 2006 2005 2004
{Deollars in thousands)

Income
INLETESEINCOME . . o\ oottt ittt iie e e e $ 272 § 321 % 324
Cash dividend from The Lorain National Bank. . .. ................ 5,300 3,575 4,777
O her IMCOMMIE . ...t i it it e e 23 72 45
Gain on sale of available for sale securities . . ..................... — 73 —
Total INCOTIE . . .. .ottt et ettt 5,595 4,041 5,146
Expenses
Other eXPENSES . . ..ottt 178 341 397
Income before income taxes and equity in undistributed net income of

SUBSIAIATIES . o oot e e e 5,417 3,700 4,749
Income tax (benefitfexpense. . ... .. ... .. i i i 36 35 7
Equity in undistributed net income of subsidiaries . . ............... 43 2,748 2,733
Net IMCOMIE. . . ..ottt e e e e $5.424 $6,413 $7475
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Year ended December 31,

2006 2005 2004

Condensed Statements of Cash Flows {Dollars in thousands)
Net Income $ 5,424 $ 6,413 $ 7475
Adjustments to reconcile net income to net cash provided by

(used in) operating activities:

Equity in undistributed net income of The Lorain National

Bank...... ... (43) (2,748) (2,733)

Gain on sale of available for sale securities. . ............. — WE)! —

Issuance of common stock under employment agreements. . . — 97 —

Equity in undistributed net income of non-bank subsidiaries . — 36 35

Net change in other assets and liabilities . . . .......... ... 163 (132) (1,235)

Net cash provided by operating activities ................ 5,544 3,593 3,542
Cash Flows from Investing Activities:

Proceeds from sales of available for sale securities......... — 73 —

Net cash provided by investing activities. . . ........... ... — 73 —

Cash Flows from Financing Activities:

Purchase of treasury stock . ........................... (1,443) (2,219) —

Issuance of treasury stock for stock options. _............. — — 333

Dividendspaid .. ........ ... ... . ... . ... . i, (4,641) (4,760) (4,777)

Net cash used in financing activities . .................., (6,084) (6,979} (4,444)
Net increase (decrease) in cash equivalents ................. (540) (3,313) {902)
Cash and cash equivalents at beginning of year. . ............ 568 3,881 4,782
Cash and cash equivalents atendof year ................... $ 28 $ 568 $ 3,880

(16) Retirement Pension Plan

The Bank’s non-contributory defined benefit pension plan (the Plan) covers substantially all of its employees.
In general, benefits are based on years of service and the employee’s level of compensation. The Bank’s funding
policy is to contribute annually an actuarially determined amount to cover current service cost plus amortization
of prior service costs.

The Company adopted the provisions of SFAS No. 158 as of December 31, 2006, which require that the funded
status of the defined benefit pension retirement plan be fully recognized in the balance sheet. Effective December
31, 2002, the benefits under this plan have been frozen and the Accumulated Benefit Obligation (ABO) is equal to
the Projected Benefit Obligation (PBO). As a result, the funded status of the plan has been fully recognized in the
balance sheet and the implementation of SFAS 158 will not require an additional liability accrual.
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The net periodic pension costs charged to expense amounted to $9 in 2006, $32 in 2005 and $179 in 2004. The
following table sets forth the defined benefit pension plan’s Change in Projected Benefit Obligation, Change in
Plan Assets and Funded Status, including the Prepaid Asset or Accrued Liability for the years ended December 31,
2006, 2005, and 2004. Effective December 31, 2002, the benefits under the Plan were frozen and no additional
benefits are accrued under the Plan after December 31, 2002. The losses recognized due to settlement in the
amount of $85, $135 and $105 results from significant lump sum distributions paid in 2006, 2005 and 2004, but
not actuarially projected.

Year ended December 31,
2006 2005 2004
(Dollars in thousands)

Change in projected benefit obligation

Projected benefit obligation at the beginning of the year. . ... ... .. $(6,341)  $(7,390) $(7,943)
Interest Cost. .. .ot e e e (329) (398) 450)
Actuarial gain (loss). ........ ... ... .. o e 263 [B] 108
Settlement loss . . ... ... . e (185) (210) (159)
Benefitspaid. . .. ... ... i e 1,058 1,546 1,054

Projected benefit obligation atthe end of theyear .. ........ ... .. $(5534) $(6,341) £(7,39D)

Change in plan assets

Fair value of plan assets at beginning of year. . ................. $ 5,868 $6,805 § 7227
Actual gainonplanassets .......... ... ... .. .. o e, 314 269 222
Employer contributions . ......... ... L i il 250 250 500
Benefitspaid. .. .. ... ... ... . (1,058) (1,546) (1,054)

Fair value of plan assetsatend of year . . ..................., $5374 55868 $6895

Funded Status
Funded status . . ... ... $ (160) 5 (473) 3 (495)
Unrecognized actuarial loss . ........ ... ... et 802 874 678
Unrecognized prior service cost. ... ., ... ... — — —

Prepaid Asset (Accrued Liability) .. ... ..................... $ 642 $§ 401 $ 183
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Amounts recognized in the consolidated balance sheets consist of:

Year ended December 31,
2006 2005 2004
(Dollars in thousands)

Net Periodic Pension Cost (Benefit)

Interest cost on projected benefit obligation ...................... $ 329 $ 398 $ 450
Expected returnonplanbenefits . .. ............................ (423) (501) (376)
Net periodic pension cost (benefit). . .............. ... ... ....... 94) (103) 74
Amortizationof Loss ... ... ... e 18 — —
Lossrecognized due tosettlement. . ............................ 85 135 105
Total pension costs . .. .. ... ittt e £E 9 $ 32 3179

The following items included in accumulated other comprehensive income have not yet been recognized as
components of periodic benefit cost:

Year ended December 31,

2006 2005 2004

(Dollars in thousands)
Actuarial Loss. . ... e $ 802 $ 874 $ 678
Tax Benefit . ... ..ottt @73 (29D @31
Netamountnotrecognized. . ..........oo i iiiiin i, $ 529 $ 577 $ 447

Weighted-average assumptions used to determine net periodic benefit cost for years ended December 31,
2006, 2005 and 2004:

2006 2005 2004
Weighted average discount rate 5.50% 5.75% 5.75%
Expected long-term rate of return on plan assets 7.30%  1.50%  5.00%
Assumed rate of future compensation increases 0.00%  0.00%  0.00%

Amounts recognized in the consolidated balance sheets consist of:

Year ended December 31,

2006 2005 2004
(Dollars in thousands)
Accrued benefitcost. ........... .. $(160) $(473) $(495
Minimum pension liability. ... ....... ... ... ... . .o 802 874 678
Netamount recognized. . .................. ... it $ 642 $ 401 $ 183

Year ended December 31,
2006 2005 2004
(Dollars in thousands)

Increase in minimum liability included in other
comprehensiveincome ...... ... ... ... ...l 348 $129 $67

The actuarial assumptions used in the pension plan valuation are reviewed annually. The plan reviews Moody’s

Aaa and Aa corporate bond yields as of each plan year-end to determine the appropriate discount rate to calculate
the year-end benefit plan obligation and the following year's net periodic pension cost.
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Plan Assets

The Lorain National Bank’s Retirement Pension Plan’s weighted-average assets allocations at December 31,
2006, 2005 and 2004 by asset category are as follows:

Plan Assets at December 31,

2006 2005 2004
Asset Category:
Equity securities. . ... ... ... i e 61.3% 61.0% 41.0%
Debt securities . ... .. . it e 38.6 38.8 58.0
Cashand cashequivalents .. ...... .. .. ... .................. 0.1 0.2 1.0
1 100.0%  100.0%  100.0%
LNB Bancorp, Inc. common stock to total planassets . ........... 9.5% 9.7% 9.2%

The investment strategy for 2007 will continue to be an equity security allocation percent of 60% and a
debt security position of 40%. This strategy will be employed in order to position more assets to benefit from the
anticipated increase in the equitics market in 2007,

The Lorain National Bank has not yet decided the contribution to The Lorain National Bank Retirement
Penston Plan in 2007.

The following estimated future benefit payments, which reflect no expected future service as the plan is
frozen, are expected to be paid as follows:

Amount
{Dollars in thousands)
2007 e $ 371
2008 e e e 329
2000 e 319
7 365
20L1-2006. . oo s 3,444

(17) Stock Options and Stock Appreciation Rights

At December 31, 2006 and December 31, 2005, the Corporation had nonqualified stock option agreements with
two executives granted in 2005 and 2006. On January 20, 2006 the Corporation issued 30,000 Stock Appreciation
Rights (SAR’s) to eight employees. The expense recorded as of December 31, 2006 was $21 for SAR’s and 373 for
stock options. The number of options or SAR’s and the exercise prices for these nonqualified incentive options or
SAR’s outstanding as of December 31, 2006 follows:

Year Issued

2005 2005 2006 2006

Type ..o Option Option Option SARS
Number...... . ... .. .. 2,500 30,000 30,000 30,000
Strike Price. ... ... ... ..o oL, $16.50 $ 19.17 $ 19.10 $ 19.00
NumberVested.......................... 2,560 10,000 —
Assumptions:

Risk freeinterestrate . . ................... 4.50% 3.92% 3.66% 4.60%
Dividendyield. .......................... 4.36% 3.76% 3.77% 4.49%
Volatility . . ... ... .. ... .. ... ... 18.48% 17.30% 17.66% 14.06%
Expected Life -years .. ................... 6.0 7.0 7.0 6.1
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The activity in stock options outstanding for the three years ended December 31, 2006 follows:

2006 2005 2004
Weighted Weighted Weighted
Average Average Average
Exercise Exercise Exercise
Price per Price per Price per
Options Share Options Share Options Share
Outstanding at beginning of year. .. .. ... 32,500 $18.96 21,939 $19.39 50,960 $16.69
Granted......... .. ... . ... ... ... 30,000 19.10 32,500 18.96 10,000 19.60
Forfeited .. ..o, — —  2L939) 1939  (15,918) 14.09
Exercised. . .. ... ... ... ... ... ..., — —_— — —  (23,103) 14.09
Stock dividend orsplit ................ o — — — — —
Outstanding atend of year............. 62,500  $19.03 32,500 $18.96 21,939 $19.39
Exerciseable atend of year. .. ....... ... 12,500  $18.64 — N 21,939 $19.39

The weighted average remaining contractual life of options exercisable at December 31, 2006 was 6.96 years

with an aggregate intrinsic value of $0.

A summary of the status of the Corporation’s nonvested shares as of December 31, 2006, and changes during

the year ended December 31, 2006, is presented below:

Weighted
Nonvested AverageGrant Date
Shares Fair Value per share
Nonvested at January 1,2006, . .................ccouveiinnn.. 32,500 $18.96
Granted. ... .. e s 30,000 19.10
T 12,500 18.64
Forfeited . ... ... i e s — —
Nonvested at December 31,2006, .. .. ... ... ... ... .. .. .. ... 50,000 $19.13

As of December 31, 2006, there was $46 of total unrecognized compensation cost related to nonvested stock

optiens. The unrecognized compensation is expected to be recognized over a period of 2.25 years.

In accordance with the disclosure requirements of Statement of Financial Accounting Standard,
123, “Accounting for Stock-Based Compensation”, as amended by SFAS No. 148, “Accounting for
Compensation — Transition and Disclosure — An amendment of FASB Statement No. 123,” the fo

or SFAS, No.
Stock-Based
ltowing table

provides the pro forma effect on net income and earnings per share if the fair value method of accounting for stock-

based compensation had been used for all awards for the period ended December 31, 2005 and 2004,

December 31,

2005 2004

NetIncome asreported . ... ... i e $6,413 $7.475
Add: Stock-based compensation, net of tax, asreported. . .................. 62 0
Deduct: Stock-based compensation, net of tax, that would have been

reported if the fair value based method had been applied to all

AWATAS oot e e (123) (23)
Proformanetincome . ... ... ... . e $6.352 $7,452
Proformanetincome pershare: .. ... ... ... .. .. . ... . i,

Basic—asrteported . . ... ... .. $ 097 $1.13

Basic—proforma. .. ... . ... ... 0.96 1.12

Diluted —asreported . ... ... i 0.97 1.13

Diluted —proforma ... ... ... .. . . i i 0.96 1.12
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(18) Employee Stock Ownership Plan

The Lorain National Bank Employee Stock Ownership Plan (ESOP) is a non-contributory plan that covers
substantially all employees. Contributions by the Bank to the ESOP are discretionary and subject to approval by
the Board of Directors. Contributions are expensed in the year in which they are approved. No contributions were
made to this plan in 2006, 2005 and 2004. Under the terms of the ESOP agreement, the Corporation’s common
stock is to be the Plan’s primary investment,

(19) 401(k) Plan

The Bank adopted the The Lorain National Bank 401(k) Plan {the Plan) effective January 1, 2001. This Plan
amended and restated the previous plan — The Lorain National Bank Stock Purchase Plan. The Plan allows for the
purchase of up to 80,000 shares of LNB Bancorp, Inc. treasury shares. No shares were purchased out of Treasury
during 2006, 2005 or 2004,

Under provisions of the Plan, a participant can contribute a percentage of their compensation to the Plan,
The Bank makes a non-discretionary 50% contribution to match each employee’s contribution. The Bank’s match
is limited to the first six percent of an employee’s wage. The Plan uses the contributions of the Corporation to
purchase LNB Bancorp, Inc. common stock. Effective January 1, 2001, the Plan permits the investment of plan
assets, contributed by employees, among different funds.

The Bank’s matching contributions are expensed in the year in which the associated participant contributions
are made and totaled $271, $252, and $221, in 2006, 2005 and 2004, respectively.

(20y Commitments, Credit Risk, and Centingencies

In the normal course of business, the Bank enters into commitments with off-balance sheet risk to meet the
financing needs of its customers. These instruments are currently limited to commitments to extend credit and
standby letters of credit. Commitments to extend credit involve elements of credit risk and interest rate risk in
excess of the amount recognized in the consolidated balance sheets. The Bank’s exposure to credit loss in the
event of nonperformance by the other party to the commitment is represented by the contractual amournt of the
commitment. The Bank uses the same credit policies in making commitments as it does for on-balance sheect
instruments. Interest rate risk on commitments to extend credit results from the possibility that interest rates may
have moved unfavorably from the position of the Bank since the time the commitment was made.

Commitments to extend credit are agreements to lend to a customer as long as there is no violation of any
condition established in the contract. Commitments generally have fixed expiration dates of 30 to 120 days or other
termination clauses and may require payment of a fee. Since some of the commitments may expire without being
drawn upon, the total commitment amounts do not necessarily represent future cash requirements.

The Bank evaluvates each customer’s credit worthiness on a case-by-case basis. The amount of collateral
obtained by the Bank upon extension of credit is based on Management’s credit evaluation of the applicant.
Collateral held is generally single-family residential real estate and commercial real estate. Substantially all of
the obligations to extend credit are variable rate. Standby letters of credit are conditional commitments issued to
guarantee the performance of a customer to a third party. Standby letters of credit generally are contingent upon
the failure of the customer to perform according to the terms of the underlying contract with the third party.
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A summary of the contractual amount of commitments at December 31, 2006 follows:

Amount
{Dollars in thousands)
Commitmentstoextendcredit ......... ... ... ... .. .. . . ... .. ... ..., $ 87,366
Home equity linesof eredit. . ... ... .. .. .. ... L 64,365
Standby letters of credit. . ... ... .. ... 4,347
Total . e e $156,078

Most of the Bank’s business activity is with customers located within the Bank’s defined market arca. As of
December 31, 2006 and 2005, the Bank had no significant concentrations of credit risk in its loan portfolio. The
Bank also has no exposure to highly leveraged transactions and no foreign credits in its loan portfolio.

The nature of the Corporation’s business may result in litigation. Management, after reviewing with counsel
all actions and proceedings pending against or involving LNB Bancorp, Inc. and subsidiaries, considers that the
aggregate liability or loss, if any, resulting from them will not be material to the Corporation’s financial position,
results of operation or liquidity.

(21) Estimated Fair Value of Financial Instruments

The Corporation discloses estimated fair values for its financial instruments. Fair value estimates, methods
and assumptions are set forth below for the Corporation’s financial instruments.

The following methods and assumptions were used to estimate the fair value of each class of financial
instruments for which it is practicable to estimate that value:

¢ The carrying value of Cash and due from banks, Federal funds sold, short-term investments and accrued
interest receivable and other financial assets is a reasonable estimate of fair value due to the short-term
nature of the asset.

+ The fair value of investment securities is based on quoted market prices, where available. If quoted market
prices are not available, fair value is estimated using the quoted market prices of comparable instruments.

+ For variable rate loans with interest rates that may be adjusted on a quarterly, or more frequent basis, the
carrying amount is a reasonable estimate of fair value. The fair value of other types of loans is estimated
by discounting future cash flows using the current rates at which similar loans would be made to borrowers
with similar credit ratings and for the same remaining maturities.

» The carrying value approximates the fair value for bank owned life insurance.

» The fair value of deposits with no stated maturity, such as noninterest-bearing demand deposits, savings,
money market, checking and interest-bearing checking, is equal to the amount payable on demand as of
December 31, for each year presented. The fair value of fixed-maturity certificates of deposit is estimated
using the rates currently offered for deposits of similar remaining maturities. For variable rate certificates
of deposit, the carrying amount is a reasonable estimate of fair value.

s Securities sold under repurchase agreements, other short-term borrowings, accrued interest payable and
other financial liabilities approximate fair value due to the short-term nature of the liability.

» The fair value of Federal Home Loan Bank advances is estimated by discounting future cash flows using
current FHLB rates for the remaining term to maturity.
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» The fair value of commitments to extend credit approximates the fees charged to make these commitments;
since rates and fees of the commitment contracts approximates those currently charged to originate similar
commitments. The carrying amount and fair value of off-balance sheet instruments is not significant as of
December 31, 2006 and 2005.

Limitations

Estimates of fair value are made at a specific point in time, based on relevant market information and
information about the financial instrument. These estimates are subjective in nature and involve uncertainties and
matters of significant judgment and therefore, cannot be determined with precision. Changes in assumptions could
significantly affect the estimates,

Estimates of fair value are based on existing on-and-off balance sheet financial instruments without
attempting to estimate the value of anticipated future business and the value of assets and liabilities that are not
considered financial instruments. For exatnple, the Bank has a substantial Investment and Trust Services Division
that contributes net fee income annually. The Investment and Trust Services Division is not considered a financial
instrument and its value has not been incorporated into the fair value estimates. Other significant assets and
liabilities that are not considered financial instruments include property, plant, and equipment and deferred tax
liabilities. In addition, it is not practicable for the Corporation to estimate the tax ramifications related to the
realization of the unrealized gains and losses and they have not been reflected in any of the estimates of fair value.
The impact of these tax ramifications can have a significant effect on estimates of fair value. The estimated fair
values of the Corporation’s financial instruments at December 31, 2006 and 2005 are summarized as follows:

At December 31,
2006 2005
Carrying Estimated Carrying Estimated
Valne Fair Value Value Fair Value

(Dollars in thousands)
Financial assets
Cash and due from banks, Federal funds sold and short-

term iNVESTMENnts . .. ...t $ 29122 §$ 29,122 § 23923 § 23,923
SECUTItIES . . . e 159,058 159,058 155,274 155,274
Portfolioloans, net. . ....... ... . . 621,033 617,440 581,803 578,773
Loansheldforsale. . ........ ... . ... . ... ... ... .... —_— — 2,586 2,586
Bank owned life insurance .......................... 14,755 14,755 13,935 13,935
Accrued interestreceivable. .. ... .. ... . ..., 3,939 3,939 3,053 3,053
Financial liabilities
Deposits:

Demand, savings and moneymarket . ... ............ 369,616 369,616 353,428 353,428

Certificates of deposit. . .......................... 347,644 346,616 286,788 286,788

Totaldeposits ............................... 717,260 716,232 640,216 640,216
Short-term borrowings ........... ... ... . oLl 22,163 22,163 32,616 32,616
Federal Home Loan Bank advances . .................. 35,086 34,443 53,896 52,945
Accrued interestpayable . . .......................... 3,698 3,698 2,126 2,126
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(22) Quarterly Financial Data (Unaudited)

First Second Third Fourth  Full Year
{Dollars in thousands, except per share amount)

2006
Total interestincome . ... .. ittt $11,608 $12,049 $12,835 $12,750 $49,242
Total interestexpense. ..... .. ... i i e, 4,405 4,853 5,515 5862 20,635
NetInterest inCOME. . . ... ..ottt 7,203 1,196 7,320 6,888 28,607
Provision forloan losses. . . ... oottt i 150 165 600 1,365 2,280
Net interest income after provision for loan losses . ....... .. 7,053 7,031 6,720 5523 26,327
Noninterest iNCOME. . . . ... ..ttt it iaiiaaennnn 2,121 2,377 2,453 2,800 9,751
NODNINETESE CXPEMSE . . o .ot vttt ee e et e s e i eaaeaennnn 7,209 7,191 7,279 7,306 28,985
InComEtax . i e e 517 578 475 99 1,669
NetIncome . ... ... i 1,448 1,639 1,419 918 5424
Basic earnings pershare. . . .............. ... .. o, 0.22 0.25 0.22 0.14 0.83
Diluted earningspershare .. ........ ... ... i i 0.22 0.25 0.22 0.14 0.83
Dividends declared pershare. ... ..., ... .. ... .. ... ..... 0.18 0.18 0.18 0.18 0.72
First Second Third Fourth  Full Year
(Dollars in thousands, except per share amount)
2005
Total INtEreStiNCOME .. ..\ttt it et eaeeennnn $10,052 $10,555 $11,095 §$11,730 $43.432
Total Interest EXPense. . ..ottt et ie e it 2,720 2,998 3,625 4,059 13,402
Net Interest INCOME ... vt e st e et vaer e 7,332 7,557 7,470 7,671 30,030
Provision forloanlosses. . ... ..ot 399 399 300 150 1,248
Net interest income after provision for loan losses . ......... 6,933 7,158 7,170 7,521 28,782
Noninterest INCOME. . . .. . oottt e e e et ens 2,927 2,639 2,608 2,203 10,377
Noninterest eXpense . . . ... v ittt eieie e 7,671 8.472 6,764 7.360 30,267
InCOmE LaX . ... e e s 618 473 857 531 2,479
NetIncome . .. ... ... . . e 1,571 852 2,157 1,833 6,413
Basic earningspershare. .. .......... ... ... L . 0.24 0.13 0.33 0.27 0.97
Diluted earnings pershare . .. ........ .. ... ... .. ..., 0.24 0.13 0.33 0.27 0.97
Dividends declaredpershare. . ......................... 0.18 0.18 0.18 0.18 0.72

During the second quarter of 2005, the Corporation recorded expenses totaling $1,218 associated with the
recruitment of senior management, severance costs, a goodwill impairment charge related to the Corporation’s
subsidiary LNB Mortgage, LLC and the write-off of several telecommunications contracts.

(23) Subsequent Events

On January 16, 2007, the Corporation announced the execution of a definitive agreement to acquire Morgan
Bancorp, Inc. (“Morgan™) of Hudson, Ohio. The Corporation’s transaction is for the acquisition of Morgan and its
wholly-owned subsidiary, which had approximately $129 million in assets at the date of the agreement.

Under the terms of the agreement, shareholders of Morgan will be entitled to receive cash, common shares
of LNB, or a combination thereof, based upon an election process to occur prior to closing. Cash consideration is
valued at $52.00 per Morgan share and stock consideration is fixed at an exchange ratio of 3.162 common shares of
LNB Bancorp for each share of Morgan. The agreement further provides that, in the aggregate, 50% of the Morgan
common shares will be exchanged for common shares of LNB Bancorp and the remaining 50% of the Morgan
commuon shares will be exchanged for cash.

67




NOTES TO CONSOLIDATED FINANCIAL STATEMENTS — (Continued)
(Dollars in thousands except per share amounts)

The transaction is valued at $26.5 million and is expected to close in the third quarter of 2007. The exchange
is expected to qualify as a tax-free transaction to the Morgan shareholders. Following the merger, and upon receipt
of all necessary regulatory approvals, Morgan Bank, N.A. will be merged with and into the Corporation.

Not considering the merger-related charges discussed below, the merger is expected to be accretive to earnings
per share by approximatety $.08 or 6.7% in the first full fiscal year of operations (2008), due to the expected cost-
saving benefits achieved through the integration of systems and support functions, improved branch efficiencies
and increased alternative delivery channels for financial products and services. The Corporation expects to reduce
noninterest expenses of the combined entity by approximately $1.7 million. This expense reduction, while not
expected to be totally from the Morgan Bank operation, represents about 48 percent of Morgan’s expense base.
The Corporation intends to recognize these expense reductions as quickly and prudently as possible. After-tax
merger-related costs of approximately $1.5 — $2.0 million will be incurred to complete the merger.
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Item 9. Changes in and Disagreements With Accountants on Accounting and Financial Disclosures

None.
Item 9A. Controls and Procedures

1. Disclosure Controls and Procedures

The Corporation maintains disclosure controls and procedures that are designed to ensure that information
required to be disclosed in the Company’s Exchange Act reports is recorded, processed, summarized and reported
within the time periods specified in the SEC’s rules and forms, and that such information is accumulated and
communicated to the Company’s management, including its Chief Executive Officer and Chief Financial Officer,
as appropriate, to allow timely decisions regarding required disclosure. In designing and evaluating the disclosure
controls and procedures, management recognized that any controls and procedures, no matter how well designed
and operated, can provide only reasonable assurance of achieving the desired control objectives, and management
necessarily was required to apply its judgment in evaluating the cost-benefit relationship of possible controls and
procedures.

The Corporation’s Management carried out an ¢valuation, under the supervision and with the participation
of the chief executive officer and the chief financial officer, of the effectiveness of the design and operation of
LNB Bancorp, Inc.’s disclosure controls and procedures (as such term is defined in Rules 13a-15(¢) and 15d-15(¢)
promulgated under the Securities Exchange Act of 1934) as of December 31, 2006, pursuant to the evaluation of
these controls and procedures required by Rule 13a-15 of the Securities Exchange Act of 1934.

Based upon that evaluation, Management concluded as of the end of the period covered by this Annual Report
on Form 10-K that our disclosure controls and procedures were ineffective due to the material weakness that
existed in our internal control over financial reporting.

2.  Internal Control over Financial Reporting

The Management of LNB Bancorp, Inc. is responsible for establishing and maintaining adequate internal
control over its financial reporting. LNB Bancorp, Inc’s internal control over financial reporting is a process
designed under the supervision of the Corporation’s chief executive officer and chief financial officer to provide
reasonable assurance regarding the reliability of financial reporting and the preparation of the Corporation’s
financial statements for external reporting purposes in accordance with U.S. generally accepted accounting
principles.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the
policies or procedures may deteriorate.

LNB Bancorp, Inc.’s Management assessed the effectiveness of the Corporation’s internal control over financial
reporting as of December 31, 2006 based on the criteria set forth by the Committee of Sponsoring Organizations of
the Treadway Commission (COSO) in “Internal Control Integrated Framework.”

During the course of its audit, Plante & Moran PLLC advised management and the Audit and Finance
Committee that it had identified control deficiencies, which when aggregated, constituted a material weakness
in the Corporation’s internal control over financial reporting. A material weakness is a significant deficiency,
or a combination of significant deficiencies which when aggregated, results in there being more than a remote
likelihood that a material misstatement of the annual or interim financials statements will not be prevented or
detected on a timely basis by employees in the normal course of their assigned functions. As a result, Management
concluded that the Corporation’s internal control over financial reporting was not effective as of December 31,
2006 because of the material weakness described below. This material weakness did niot result in an adjustment to
the financial statements,
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The material weakness identified resulted from the aggregation of significant deficiencies arising out of
the lack of comprehensive procedural documentation of the loan grading process, the system of monitoring the
collateral values of impaired loans and the controls on preventing the improper recognition of interest income on
nonperforming loans. Management, with the oversight of the Audit and Finance Committee, has been systematically
addressing these issues and is committed to effective remediation of this weakness. The Corporation has taken the
following remediation measures:

» Additional training is being completed to reinforce the existing procedures to assure that adequate evidence
exists to support all decisions made regarding classification of individual loans.

* Additional training is being completed to reinforce the requirement that once a loan meets the impairment
criteria, such loans are deemed impaired and the impairment is valued based on a current appraisal of the
collateral securing the loan.

 Training has been completed to reinforce the documentation requirements for the recognition of interest
income once a loan is classified as nonperforming. Management has also revised the approval process for
recording all nonperforming loan transactions.

In addition to these specific responses to these control deficiencies, the Corporation has contracted with an
independent third party to assess the completeness of the commercial loan documentation supporting the current
grade classifications of all commercial relationships greater than $500,000. This represents approximately 75
percent of the commercial loan portfolio balances.

Management has discussed these corrective actions with the Audit and Finance Committee and Plante
& Moran, PLLC. Plante & Moran, PLLC has issued an attestation report on Management’s assessment of the
Corporation’s internal control over financial reporting. That report appears on page 71 of this annual report on
Form 10-K.

3. Changes in Internal Control over Financial Reporting

No change in the Corporation’s internal control over financial reporting occurred during the fiscal quarter
ended December 31, 2006 that has materially affected, or is reasonably likely to materially affect, the Corporation’s
internal control over financial reporting. Since December 31, 2006, the Corporation has implemented actions for
the remediation of the identified material weakness, as described above.
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REPORT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

Board of Directors and Shareholders
LNB Bancorp, Inc,

We have audited management’s assessment, included in the accompanying Management’s Report on Internal
Control over Financial Reporting, that LNB Bancorp, Inc. (the “Corporation™) did not maintain effective internal
control over financial reporting as of December 31, 2006, because of the effect of the material weakness described
below, based on criteria established in Internal Control — Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (“‘the COSO criteria™). LNB Bancorp, Inc.'s management is
responsible for maintaining effective internal control over financial reporting and for its assessment of the effectiveness
of internal control over financial reporting. Cur responsibility is to express an opinion on management’s assessment
and an opinion on the effectiveness of the Corporation’s internai control aver financial reporting based on our audit.

We conducted our audit in accordance with the standards of the Public Company Accounting Oversight Board
{United States). Those standards require that we plan and perform the audit to obtain reasonable assurance about
whether effective internal control over financial reporting was maintained in all matertal respects. Our audit included
obtaining an understanding of internal control over financial reporting, evaluating management’s assessment, testing
and cvaluating the design and operating effectiveness of internal control, and performing such other procedures as we
considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinion.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in
accordance with generally accepted accounting principles. A company’s internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail,
accurately and fairly reflect the transactions and dispositions of the assets of the company; (2) provide reasonable
assurance that transactions are recorded as necessary to permit preparation of financial statements in accordance
with generally accepted accounting principles, and that receipts and expenditures of the company are being made
only in accordance with authorizations of management and directors of the company; and (3) provide reasonablc
assurance regarding prevention or timely detection of unauthorized acquisition, use, or disposition of the company’s
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect
misstatements. Also, projections of any evaluation of effectiveness to future periods are subject to the risk that
controls may become inadequate because of changes in conditions, or that the degree of compliance with the policies
or procedures may deteriorate.

A material weakness is a control deficiency, or combination of control deficiencies, that results in more than a
remote likelihood that a material misstatement of the annual or interim financial statements will not be prevented or
detected. The following deficiencies arc significant deficiencies. The aggregation of these significant deficiencies
represents a material weakness that has been identified and included in management’s assessment. Management
determined that it did not have adequate controls over: the documentation of the loan grading process, the system
for monitoring the collateral values of impaired loans, and the controls designed to prevent and detect the improper
recognition of interest income on nonperforming loans. This material weakness was considered in determining the
nature, timing, and extent of audit tests applied in our audit of the 2006 financial statements, and this report does
not affect our report dated February 23, 2007 on those statements. We do not express an opinion or any other form
of assurance on management’s statements referred to in “Management’s Report on Internal Control Over Financial
Reporting.”

In our opinion, management’s assessment that LNB Bancorp, Inc. did not maintain effcctive internal control
over financial reporting as of December 31, 2006, is fairly stated, in all material respects, based on the COSO criteria.
Also, in our opinion, because of the effect of the material weakness described above on the achievement of the
objectives of the control critcria, LNB Bancorp, Inc. has not maintained effective internal control over financial
reporting as of December 31, 2006, based on the COSO criteria.

/s/ Plante Moran PLLC

Auburn Hills, Michigan
February 23, 2007
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Item 9B. Other Information

On January 23, 2007, the Board of Directors of the Corporation approved the terms of the Corporation’s
2007 Management Incentive Plan for Key Executives (the “2007 Key Executive Plan”) and the 2007 CEO Short-
Term Incentive Plan (the “2007 CEO Plan”). Employees of the Company, including executive officers other than
the CEQ, as are designated by the Compensation Committee, in its discretion, will participate in the 2007 Key
Executive Plan. The Corporation’s CEO will participate in the 2007 CEQ Plan, The 2007 Key Executive Plan and
the 2007 CEO Plan both provide for the payment of cash bonuses to participants based upon the Corporation’s
achievement of profitability goals for 2007, as determined by the Compensation Committee. In order for any
bonus to be payable to any employee under either plan, the Corporation must achieve 100% of the specified target
profitability goal. The size of the bonuses available under both plans increases as the Corporation’s profitability
increases above the specified target profitability goal. If the Corporation achieves 100% or more of the specified
target profitability amount, the Compensation Committee will determine, in its sole discretion, the total amount of
the bonus that is to be distributed to the CEQ under the 2007 CEO Plan, and the total bonuses to be distributed to
the participants under the 2007 Key Executive Plan will be as determined by the CEO, subject to approval of the
Compensation Committee in its sole discretion.

The 2007 Key Executive Plan also contains confidentiality and non-solicitation obligations of the participants
which apply during the term of each participant’s employment with the Corporation and following termination of
their employment under certain circumstances.

A copy of the form of the 2007 Key Executive Plan is included as Exhibit 10(z) to this annual report on Form
10-K and a copy of the form of the 2007 CEO Plan is included as Exhibit 10(aa) to this annual report on Form 10-K,
both of which are incorporated by reference into this Item 9B, and the above summary is qualified in its entirety
by reference to those Exhibits.

PART 111

Item 10. Directors, Executive Officers, Promoters and Control Persons of the Registrant

Information regarding the executive officers of the Corporation is set forth in Part I, Item 4 of this Form 10-K.
Other information required to be included under this item is incorporated by reference herein from the information
about our directors provided in the section captioned “Election of Directors,” the information provided in the
section captioned “Section 16(a) Beneficial Ownership Reporting Compliance,” and the information about the
Corporation’s Audit and Finance Committee, audit committee financial expert and procedures for recommending
nominees to the Board of Directors and Corporate Governance provided in the sections captioned “Committees
of the Board” and “Corporate Governance” in the Corporation’s Proxy Statement for the 2007 Annual Meeting of
Shareholders filed with the SEC.

Item 11. Executive Compensation

The information required by this item is incorporated by reference herein from the information provided in
the sections captioned “Executive Compensation and Other Information,” in the Corporation’s Proxy Statement for
the 2007 Annual Meeting of Shareholders filed with the SEC.

Item 12. Security Ownership of Certain Beneficial Owners and Management

The information about security ownership of certain beneficial owners and management required by this item is
incorporated by reference herein from the information provided in the section captioned “Ownership of Voting Shares” in
the Corporation’s Proxy Statement for the 2007 Annual Meeting of Shareholders filed with the SEC. The following table
shows information about the Corporation’s common shares that may be issued upon the exercise of options, warrants and
rights under all of the Corporation’s equity compensation plans as of December 31, 2006:
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Equity Compensation Plan Table

Number of Weighted- Number of securities
securities to be Average remaining available for
issued upon exercise exercise price future issuance under
of outstanding of outstanding equity compensation
options, warrants  options, warrants plans exluding securities
Plan Category and rights (1) and rights reflected in column (a)
, | ®) ©
Equity compensation plans approved by
securityholders ........... . ............, $ — 600,000 (2)
Equity compensation plans not approved by
security holders (3) . ...................... 62,500 $15.03 —

Total ..o 62,500 19.03 600,000

(1) Consists of commeon shares of the Corporation covered by outstanding options.

{2) Represents shares available for grant under the LNB Bancorp, Inc. 2006 Stock Incentive Plan. The LNB
Bancorp, Inc. 2006 Stock Incentive Plan allows for the granting of an aggregate of 600,000 common shares,
no more than 400,000 of which may be granted in the form of stock options and no more than 200,000 of
which may be granted in the form of restricted shares.

(3) All common shares included in equity compensation plans not appraved by shareholders are covered by

outstanding options awarded to two current officers under agreements having the same material terms. Each
of these options is a nonqualified option, meaning a stock option that does not qualify under Section 422 of
the Internal Revenue Code for the special tax treatment available for qualified, or “incentive,” stock options.
Mr. Klimas was granted a stock option on February 1, 2005 and another on February 1, 2006, each to purchase
30,000 shares which vest in 10,000 increments on the first, second and third anniversaries of the date of
grant. Mr. Klimas’ employment agreement also contemplates that he will be issued an additional option to
purchase 30,000 shares on February 1, 2007. Mr. Soltis has an option to purchase 2,500 shares which vest on
the first year anniversary of the date of grant. Each option may be exercised for a term of 10 years from the
date the option vests, subject to earlier termination in the event of death, disability or other termination of the
employment of the option holder. The option holder has up to 12 months following termination of empioyment
due to death or disability to exercise the options. The options terminate three months after termination
of employment for reasons other than death, disability or termination for cause, and immediately upon
termination of employment if for cause. The exercise price and number of shares covered by the option are to
be adjusted to reflect any share dividend, share split, merger or other recapitalization of the common shares of
the Corporation. The options are not transferable other than by will or state inheritance laws. Exercise prices
for these options are at fair market value at the date of grant. The stock option for 30,000 shares awarded to
Mr. Klimas on February 1, 2005 has an ¢xercise price of $19.17 per share, the stock option for 30,000 shares
awarded to Mr. Klimas on February 1, 2006 has an exercise price of $19.10 per share, and the 2,500 shares
awarded Mr. Soltis have an exercise price of $16.50 per share. The remaining contractual terms of the options
are 10 years from the date of vesting.

Item 13. Certain Relationships and Related Transactions

The information required by this item is incorporated by reference from the information provided in

section captioned “Certain Transactions” in the Corporation’s Proxy Statement for the 2007 Annual Meeting of
Shareholders filed with the SEC.

Item 14. Principal Accounting Fees and Services

The information required by this item is incorporated by reference herein from the information provided in

section captioned “Principal Accounting Firm Fees” in the Corporation’s Proxy Statement for the 2007 Annual
Meeting of Shareholders filed with the SEC.
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Item 15.

{a) The following Consolidated Financial Statements and related Notes to Consolidated Financial Statements,
together with the report of Independent Registered Public Accounting Firm dated February 23, 2007, appear on

PART IV

Exhibits, Financial Statement Schedules

pages 36 through 68 of this annual report on Form 10-K:

(1

@

3

(b) the following exhibits required by Item 601 of Regulation S-K are filed as part of this report:

Financial Statements

Consolidated Balance Sheets

December 31, 2006 and 2005

Consolidated Statements of Income for the Years Ended
December 31, 2006, 2005 and 2004

Consolidated Statements of Shareholders” Equity for the Years
Ended December 31, 2006, 2005 and 2004

Consolidated Statements of Cash Flows for the Years Ended
December 31, 2006, 2005 and 2004

Notes to Consolidated Financial Statements for the Years
Ended December 31, 2006, 2005 and 2004

Report of Independent Registered Public Accounting Firm

Financial Statement Schedules

Financial statement schedules are omitted as they are not required or are not applicable or because the
required information is included in the consolidated financial statements or notes thereto.

Exhibits required by Item 601 Regulation S-K

Reference is made to the Exhibit Index which is found on page 75 of this Form 10-K.

Form 10-K Exhibit Index
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S-K
Reference

Number

2(a)

3@
3(b)

4(a)

4(b)

10(ay*
10(by*
10(c)*
10(dy*

10(e)*

10(f)*

10(g)*

10(h)

10(i)

10(5)*

Exhibit Index

Exhibit
Agreement and Plan of Merger, dated January 15, 2007, by and between LNB Bancorp, Inc. and
Morgan Bancorp, Inc., including the attached Form of Voting Agreement and Form of Morgan

Affiliate Agreement. Incorporated by reference hercin from Exhibit 2.1 of the Corporation’s Form
8-K filed January 17, 2007.

LNB Bancorp, Inc. Second Amended Articles of Incorporation. Incorporated by reference herein
from Exhibit 3(a) of the Corporation’s Form 10-K for the fiscal year ended December 31, 2005.

LNB Bancorp, Inc. Amended Code of Regulations. Incorporated by reference herein from Exhibit
3(b) of the Corperation’s Form 10-K for the fiscal year ended December 31, 2005.

Rights Agreement between LNB Bancorp, Inc. and Registrar and Transfer Corporation dated
Cctober 24, 2000. Incorporated by reference to Exhibit 10(r) to the Corporation’s Form 10-K for the
fiscal year ended December 31, 2005.

Amendment No. 1 to Rights Agreement, dated as of May 17, 2006, between LNB Bancorp, Inc. and
Registrar and Transfer Company. Incorporated by reference to Exhibit 4.2 to the Corporation’s Form
8-K filed May 17, 2006,

Form of Stock Appreciation Right Agreement. Incorporated by reference herein from Exhibit 10.1 to
the Corporation’s Form 8-K filed January 25, 2006.

LNB Bancorp, Inc. 2005 Management Incentive Plan. Incorporated by reference herein from
Exhibit 10.1 of the Corporation’s Form 8-K filed December 22, 2005.

LNB Bancorp, Inc. 2006 Management Incentive Plan for Key Executives. Incorporated by reference
herein from Exhibit 10.2 of the Corporation’s Form 8-K filed December 22, 2005.

LNB Bancorp, Inc. Stock Appreciation Rights Plan. Incorporated by reference from Exhibit 10.3 of
the Corporation’s Form 8-K filed December 22, 2005.

Employment Agreement, dated June 20, 2005, between LNB Bancorp, Inc. and Richard E. Lucas.
Incorporated by reference herein from Exhibit 10.1 to the Corporation’s quarterly report on Form 10-
Q for the quarter ended September 30, 2005,

Stock Option Agreement, effective as of June 27, 2005, between the Corporation and Frank A. Soltis.
Incorporated by reference herein from Exhibit 10.2 to the Corporation’s quarterly report on Form 10-
Q for the quarter ended September 30, 2005,

Employment Agreement by and between Daniel E. Klimas and LNB Bancorp, Inc. dated January 28,
2005. Incorporated by reference herein from Exhibit 10(a) to the Corporation’s annual report
Form 10-K for the fiscal year ended December 31, 2004,

Asset Purchase Agreement by and between LNB Mortgage, LLC., The Lorain National Bank and
Mortgage One Services, Inc. dated July 1, 2004. Incorporated by reference herein from Exhibit 2 to
the Corporation’s quarterly report on Form 10-Q for the quarter ended June 30, 2004.

Amendment to Supplemental Retirement Benefits Agreement by and between Gary C. Smith
and LNB Bancorp, Inc., and The Lorain National Bank dated October 6, 2003. Incorporated by
reference herein from Exhibit (10a) to the Corporation’s annual report on Form 10-K for the year
ended December 31, 2003,

The Lorain National Bank Retirement Pension Plan amended and restated effective December 31,
2002, dated November 19,2002, Incorporated by reference herein from Exhibit 10to the Corporation’s
annual report on Form 13-K for the year ended December 31, 2002.




S-K
Reference

Number

10(k)*

10(1)

10{m)

10(n)

10(o)

10(p)

10(q)*

10(r)

10(s)*

10(t)

10(u)

10(v)

10(w)*
10(x)*

10(y)*

Exhibit
Employment Agreement by and between Terry M. White and LNB Bancorp, Inc, and The Lorain

National Bank dated January 23, 2002. Incorporated by reference herein from Exhibit (10a) to the
Corporation’s quarterly report on Form 10-Q for the quarter ended March 31, 2002.

Lorain National Bank Group Term Carve Out Plan dated August 7, 2002. Incorporated by reference
herein from Exhibit (10a) to the Corporation’s quarterly report on Form 10-Q for the quarter ended
September 30, 2002.

Restated and Amended Employment Agreement by and between Gary C. Smith and LNB Bancorp,
Inc, and The Lorain National Bank dated December 22, 2000. Incorporated by reference herein
from Exhibit (10a) to the Corporation’s annual report on Form 10-K for the year ended December 31,
2001.

Supplemental Retirement Benefits Agreement by and between Gary C. Smith and LNB Bancorp,
Inc, and The Lorain National Bank dated December 22, 2000. Incorporated by reference herein from
Exhibit 10(n) of the Corporation’s Form 10-K for the fiscal year ended December 31, 2005.

Amended Supplemental Retirement Agreement by and between Thomas P. Ryan and LNB Bancorp,
Inc. and The Lorain National Bank dated December 23, 2000. Incorporated by reference herein from
Exhibit 10{o) of the Corporation’s Form 10-K for the fiscal year ended December 31, 2005.

Amended Supplemental Retirement Agreement by and between Gregory D. Friedman and LNB
Bancorp, Inc. and The Lorain National Bank dated December 23, 2000. Incorporated by reference
herein from Exhibit 10(p) of the Corporation’s Form 10-K for the fiscal year ended December 31,
2005.

Amended Supplemental Retirement Agreement by and between James F. Kidd and The Lorain
National Bank dated June 15, 1999. Incorporated by reference herein from Exhibit 10{q) of the
Corporation’s Form 10-K for the fiscal year ended December 31, 2005,

Branch Purchase and Assumption Agreement by and between KeyBank National Association and
the Lorain National Bank dated April 10, 1997. Incorporated by reference herein from Exhibit 10(s)
of the Corporation’s Form 10-K for the fiscal year ended December 31, 2005,

Supplemental Retirement Agreement by and between James F. Kidd and The Lorain National Bank
dated July 30, 1996. Incorporated by reference herein from Exhibit 10(t) of the Corporation’s Form
10-K for the fiscal year ended December 31, 2005.

Supplemental Retirement Agreement by and between Thomas P. Ryan and The Lorain National
Bank dated July 30, 1996. Incarporated by reference herein from Exhibit 10(u} of the Corporation’s
Form 10-K for the fiscal year ended December 31, 2005,

Supplemental Retirement Agreement by and between Gregory D. Friedman and The Lorain National
Bank dated July 30, 1996. Incorporated by reference herein from Exhibit 10(v) of the Corporation’s
Form 10-K for the fiscal year ended December 31, 2005,

Agreement To Join In The Filing of Consolidated Federal Income Tax Returns between LNB Bancorp,
Inc. and The Lorain National Bank dated February 27, 2004, Incorporated by reference herein from
Exhibit 10(w) of the Corporation’s Form 10-K for the fiscal year ended December 31, 2005.

LNB Bancorp, Inc. 2006 Stock Incentive Plan. Incorporated by reference herein from Appendix A
of the Corporation’s Definitive Proxy Statement on Schedule 14A filed March 17, 2006.

LNB Bancorp, Inc. 2006 CEO Long Term Incentive Plan. Incorporated by reference herein from
Exhibit 10.1 of the Corporation’s Form 8-K filed October 30, 2006.

Employment Agreement, dated January 15, 2007, by and among LNB Bancorp, Inc., The Lorain
National Bank and William A. Dougherty. Incorporated by reference herein from Exhibit 10.1 of
the Corporation’s Form 8-K filed January 17, 2007.
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Number

S-K
Reference

10(z)*
10(aa)*
21.1
23.1
23.2
311

312
32.1

322

Exhibit
LNB Bancorp, Inc. 2007 Management Incentive Plan for Key Executives.
LNB Bancorp, Inc. 2007 CEO Short-Term Incentive Plan,
Subsidiaries of LNB Bancorp, Inc.
Consent of Piante & Moran, PLLC.
Consent of KPMG, LLP

Rule 13a-14(a)/15-d-14(a) Certification of Chief Executive Officer, dated March 1, 2007 for LNB
Bancorp, Inc.’s annual report on Form 10-K for the year ended December 31, 2006,

Rule 13a-14(a)/15-d-14(a) Certification of Chief Financial Officer, dated March 1, 2007 for LNB
Bancorp, Inc.’s annual report on Form 10-K for the year ended December 31, 2006.

Section 1350 Certification of Chief Executive Officer, dated March 1, 2007 for LNB Bancorp, Inc.’s
annual report on Form 10-K for the year ended December 31, 2006.

Section 1350 Certification of Chief Financial Officer, dated March 1, 2007 for LNB Bancorp, Inc.’s
annual report on Form 10-K for the year ended December 31, 2006.

*

Management contract, compensatory plan or arrangement
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SIGNATURES

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the Registrant has
duly caused this report to be signed on its behalf by the undersigned, thereunto duly authorized.

LNB Bancorp, Inc.
(Registrant)

By: fs/ TERRY M. WHITE
Terry M White
Chief Financial Officer

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed below by the
following persons in the capacities and on the dates indicated:

/s/ Daniel P, Batista Director
DanteL P. BaTista
/s/ Robert M. Campana Director
Roeert M, CaMpPaNA
/s/ Terry D. Goode Director
TERRY D. Goobe
/s/ James F. Kidd Vice Chairman and Director
James F. Kipp
/s/ David M. Koethe Director
Davip M. KoETHE
fs/ Kevin C. Martin Director
KEevin C. MARTIN
/s/ Benjamin G. Norton Director
BenjaMIN G. NORTON
/s/ Jeffrey F. Riddell Director
JEFFREY F. RIDDELL
fs/ John W. Schaeffer, Md Director

Joun W. ScHAEFFER, M.D.

/s/ Eugene M, Sofranko Director
EuGENE M. SOFRANKO

STANLEY G. Puor Director

/s/ Lee C. Howley Director
Lee C. Howiey

/s/ Donald F. Zwilling Director
DonaLp F. ZWILLING

/s/ James R. Herrick Chairman and Director
James R. Herrick
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/s/ Daniel E. Klimas Director and Chief Executive QOfficer
DanieL E. KLiMAS

/s/ Terry M. White Chief Financial Officer
Terry M. WHITE
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LNB
'Bancorp. Inc.

Mail: LNB Bancorp, Inc. - 457 Broadway - Lorain, Ohio 44052-1769

E-Mail: InvestorRelations@4LNB.com - Internet: www.4LNB.com

Telephone: (440} 244-6000 - Toll Free: {(800) 860-1007
Telefax, (44Q) 244-4815
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